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Accounting News And Trends 


OBSERVATION OF PAYROLL 
DISTRIBUTION 


The opinion of the Accounting and 
Auditing Procedures Committee of the 
Michigan Association of CPAs as to 
the circumstances under which the 
CPA should observe the client’s dis- 
tribution of pay to employees, together 
with comments on problems involved, 
is published in The Michigan Certified 
Public Accountant (September 1959). 

The CPA may find it advisable to 
observe the paying off when the pay- 
roll is a material item and when hiring, 
discharging, rate changing, timekeep- 
ing, payroll preparing and disbursing 
procedures are not organized to pro- 
vide satisfactory internal control. Also, 
in some situations the CPA may need 
to witness the payroll distribution pro- 
cedure to satisfy himself that the indi- 
cated internal control is operating 
properly. 

The procedure appears to be em- 
ployed most frequently where the fol- 
lowing situations are found: large 
numbers of temporary employees; field 
work crews in construction work; 
multi-plant operation; and very large 
single-plant operation. The procedure 
may be limited, depending upon the 
circumstances, to a test basis or to tests 
less frequent than annual. 

In many instances the CPA satis- 
fies himself by other procedures, in- 
cluding review of work done by the 
client’s internal audit staff, tests of 
various phases of the payroll proce- 
dures, control over mailing of W-2 
ACCOUNTING NEWS AND TRENDS is 
conducted by CHARLES L. SAVAGE, 
CPA. He is presently serving as a member 
of our Society's Committee on Legislation. 
Dr. Savage is professor of accounting and 


chairman of the Business Administration 
Division of St. Francis College. 
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forms and handling those returned by 
the post office. The various reports 
required in conection with federal, state 
and local taxes, union contracts, and 
employee benefit plans may create 
considerable difficulties for a payroll 
manipulation. 

The principles regarding observation 
apply to pay checks and cash pay- 
ments. Of course, other audit pro- 
cedures may be more extensive for 
cash payments than for pay checks. 
The Committee believes that cash pay- 
ments should be avoided insofar as 
practicable, because the pay check 
places one additional obstacle in the 
path of a fraudulent operator. 

The following observation problems 
were reported to the Committee: 

1. Additional audit time, especially 
when there are many small offices or 
when employees are distributed over 
large geographic areas. 

2. Tactfulness required in explain- 
ing the problem to the client and in 
obtaining full cooperation. 

3. Maintaining adequate control 
over payroll records and over checks 
or funds. 

4. Identification of employees in the 
pay line. 

5. Follow-up regarding employees 
absent on payday, including the ob- 
taining of reasons for absence. 

6. Adequate control of undistrib- 
uted pay. Difficult situations sometimes 
arise if checks are mailed to employees 
homes. 

7. Slowdown of distribution because 
of the auditor. 


A LOAN OFFICER'S BIBLIOGRAPHY 


Any CPA who is called upon to 
assist his client in obtaining credit and 
wishes to find out the loan officers 
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William 
Schnuer, 
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Our highly skilled staff 

of personnel specialists 

ean solve your needs as 
well as your clients’. 


Public 
Juniors, Semi-seniors, Seniors 


Internal 
Treasurers, Comptrollers, Tax, 
Budget, Cost, Chief, Systems. 
Auditors 


* Bookkeepers—Office Managers 
Full Charge and Assistants 


For prompt, efficient 
service, call 


BRyant 9-7664 


PLOYMENT AGENCY 
100 West 42nd St. 
New York 36 


point of view will find helpful “A Loan 
Officer’s Bibliography” (Robert Mor- 
ris Associates, Philadelphia National 
Bank Building, Philadelphia 7; $1.50), 
Hundreds of articles published in the 
Bulletin of the Robert Morris Asso- 
ciates are briefly summarized in this 
65-page booklet. Since the articles are 
arranged according to the type of busi- 
ness being discussed, reference is par- 
ticularly easy. 


RECORDS RETENTION 


A worth while handbook on the sub- 
ject of how long to keep records is 
“Records Retention—A _ Practice 
Guide” by William E. Mitchell (Ells- 
worth Publishing Company, 314 New- 
castle Road, Syracuse 4; price $5.00). 
The primary objective of this publi- 
cation is to acquaint the reader with 
usable measures that can be taken to 
dispose of old business records, with 
consequent savings in floor space, em- 
ployee time, and office equipment. 

Starting first with proper methods 
for establishing a records retention 
program within a company, the author 
summarizes the multitudinous govern- 
mental regulations and legal require- 
ments in this field, and then sets forth 
a specific program for developing a 
retention schedule for a particular busi- 
ness. Even smaller companies should 
find many helpful ideas in this publi- 
cation for the cutting of office costs. 


COOPERATION WITH 
GOVERNMENT OFFICIALS 


The California Society of CPAs can 
point with pride to another outstanding 
example of fruitful cooperation with 
government officials (The CPA News- 
letter, October 1959). 

The Society’s Sixth Annual Munici- 
pal Accounting Award made to the 
general law city showing the most im- 
provement in accounting in the year 
ended June 30, 1958, was presented to 
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Personnel Services 


Our Accounting Placement 
is professionally oriented! 


We just wouldn’t be happy unless 
our screening was completely re- 
sponsible. Every candidate in our 
abundant files is efficiently and 
pleasantly interviewed on specific 
experience, employment goals, po- 
tential strengths, integrity and per- 
sonality. Incidentally, very special 
attention is given to the: 


Executive 
Level 


It is here that you will really ex- 
perience our unique concept of 
evaluation. 


Recommended by: 
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(Due to the American Institute Ot 
Accountants’ Code, our Public Ac- 
counting endorsement remains silent.) 
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the City of Escondido at the annual 
meeting of the League of California 
Cities. The city manager accepted the 
award for the City of Escondido and a 
personal plaque was received by the 
director of finance as the official re- 
sponsible for the improvement. Honor- 
able mention certificates were awarded 
to the mayor and the director of finance 
for the City of Levermore. 


CAPITAL EXPENDITURES 
CONTROL PROGRAM 


The post-war period of industrial 
expansion has resulted even in smaller 
companies concerning themselves with 
proper procedures to control the ex- 
penditures of large sums of money for 
equipment and buildings. “The Capital 
Expenditure Control Program,” No. 7 
in the Accounting Practice Reports of 
the N.A.A., presents current practices 
in this area. 

The analysis of some 80 practice de- 
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MA) estic 
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scriptions submitted by various chap- 
ters reveals that many companies are 
using or developing effective control 
procedures. The general objectives of 
the program usually mentioned are: 

1. Cash requirements for capital 
projects may be anticipated and sched- 
uled. 

2. Available funds can be used to 
the best advantage. 

3. Plant management is made aware 
of the high cost of equipment and other 
facilities. 

4. Balance among purchases may 
be achieved so that acquisitions fit into 
long-range program. 

To minimize the number of capital 
expenditure errors, most companies 
with capital expenditure programs have 
incorporated high-level managerial re- 
view requirements into their proce- 
dures. Management is usually afforded 
two review opportunities to consider 
the merits of a project before funds are 
released. 

In this report, control aspects are 
reviewed from a staff rather than a line 
point of view. Hence, no attempt is 
made to detail the procedures and 
problems inherent in issuing purchase 
orders, recording receipts at construc- 
tion sites, etc. Rather, the report em- 
phasizes these four major points of a 
control program: 

1. Capital expenditures budgets. 

2. Appropriations requests. 

3. Measuring expenditures against 
authorizations. 

4. Post-completion audit or follow- 
up of realization from expenditures. 

It is of interest to note that the con- 
trols described in this report apply to 
all expenditures of major amounts re- 
lated to existing fixed assets or to ac- 
quiring fixed assets. The question of 
the proper charge to fixed assets or 
expenses does not affect the budgeting, 
appropriation or the reporting tech- 
niques described. 
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Letters to the Editor 


NEW YORK CITY TAXES 
RECENTLY ENACTED 


On July 1, 1959 several New York 
City laws relating to taxes became 
effective. Some of these local laws 
created new taxes, while others made 
changes in existing taxes. I shall class- 
ify these taxes into two categories; 
those of special interest and those of 
general interest. In the first group I 
would place the three new taxes: the 
Taxicab Tax, the Real Property Trans- 
fer Tax, and the Juke Box Tax. The 
change in the utility tax rate also be- 
longs in this category. 

Of wider application and import- 
ance are the changes in the sales tax 
rates and the changes in the general 
business and financial tax rates. 

The Taxicab Tax is relatively easy 
to impose and collect. It provides that 
“a tax of ten cents shall be paid by 
the hirer of a taxicab to the driver 
thereof for each trip or each use of a 
taxicab.” The owner (or driver) is 
required to maintain trip records and 
file returns monthly and pay the tax 
collected during the preceding month. 
Since the tax is levied on the hirer of 
the taxi it would appear to be a de- 
ductible tax item on the individual tax- 
payer’s federal and state returns. If 
the past is any guide we may expect 
this ten-cent tax to be increased peri- 
odically. 

The Real Property Transfer Tax im- 
poses a tax of 1% of 1 percent on each 
deed transferring title to New York 
City real estate. The tax is to be paid 
by the grantor within thirty days after 
the delivery of the deed but before 
the recording thereof. In case of the 
failure of the grantor to pay the tax, 
then the law specifically provides that 


the grantee shall also be liable for the 
payment of the tax. Conveyances 
where the “net” consideration is less 
than $25,000 are not taxable. Mort- 
gages, liens, or encumbrances which 
existed on the property before the de- 
livery of the deed and _ remained 
thereon after delivery of the deed are 
deductible from the gross consideration 
in arriving at “net” consideration. 
Thus, a mortgage which is satisfied at 
the closing is not deductible, nor is a 
purchase money mortgage deductible. 
It is interesting to note that the Reg- 
ister of the City of New York will take 
a deed offered for recording without 
the tax having first been paid. But the 
Treasurer of the City will be notified 
immediately and a tax plus penalties 
and interest will be assessed. The prac- 
tice has already developed of having 
the title company representative take 
the deed and the tax return together 
with the grantor’s check for the tax 
and submit them to the Register when 
the deed is offered for recording. 

This tax was probably inspired by 
the existing New York State tax of % 
of 1 percent on the principal amount 
of mortgages. Attempts by parties to 
a real estate transaction to close title 
outside of New York City and thus 
avoid payment of the tax do not appear 
to have much chance of success. 

Title J of Chapter 46 of the Admin- 
istrative Code imposes the Juke Box 
Tax on “certain” coin operated amuse- 
ment devices. While a coin operated 
amusement device is defined as “any 
machine, contrivance, apparatus of 
other device which is operated, played 
or permitted to function by the inser- 
tion or deposit of any coin, slug, token 
or thing of value which provides 
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Accountants 


& Auditors 
Agency 


a professional 
employment service 
for accountants— 


by accountants— 
directed by a C. P. A. 


The 
Accountants 


& Auditors 
Agency 


exclusively for 
public accountants 
private accountants 


office managers & 
bookkeepers 


The 
Accountants 


& Auditors 
Agency 


15 east 40th street 
new york 16, n. y. 
murray hill 3-0290 


amusement, diversion or entertain. 
ment” and would thus seem to be ap- 
plicable to devices other than juke 
boxes, the imposition of the tax itself 
is on “juke boxes or similar musical 
devices.” The tax is $25 per annum 
and is imposed on the owner of the 
device. One who maintains such a 
device in his establishment shall be 
deemed an owner and be subject to the 
tax. The tax will be collected by the 
issuance of stamps or other indicia 
which shall be conspicuously affixed 
to the device. Provision for prorating 
the tax is made where the device is 
not used for an entire year. 

Here again this tax has been bor- 
rowed, this time from the Federal Gov- 
ernment which now taxes all coin op- 
erated amusement devices at the rate 
of $10 per annum. One of the depar- 
tures being taken by the City insofar 
as the similar federal law is concerned, 
is that the City is taxing juke boxes 
only and not coin operated amusement 
devices generally. There is now in con- 
templation a suit by the juke box in- 
dustry attacking the law on the grounds 
that it is discriminatory in its appli- 
cation. 

The change in the rate of tax under 
the Utility Tax Law is of limited in- 
terest. The rate is increased from | 
percent to 2 percent on gross income 
except that the rate as to persons op- 
erating omnibuses shall be 1 percent. 


BLADES & MACAULAY 
INSURANCE ADVISERS 


Complete Surveys of 
Corporate Insurance Affairs 
No Insurance Sold 
744 BROAD ST. NEWARK 2,N.J. 


Established 1926 
MaArket 3-7801 
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Of greater interest to the practi- 
tioner and the public are the changes 
made in the sales tax and the gross 
receipts tax laws. The sales tax on 
receipts of food and drink where the 
charge to the patron is $1 or more 
has been raised from 3 percent to 5 
percent. The same 66% percent in- 
crease applies to the sale of wines and 
liquors when sold for consumption on 
the premises of the vendor. 


All of the many problems involving 
recordkeeping, interpretation of the 
existing law and regulations, applica- 
tion of the law by the Comptroller’s 
office, become now, more than ever 
before, important to anticipate and 
provide for. The steady advance in 
restaurant prices has brought the 
lowly hamburger establishment into 
the City’s definition of luxury restau- 
rant. If we then consider that the 
usual audit covers a three-year period 
and that in the vast majority of cases 
the Comptroller’s office changes the 
receipts figure by the application of 
its own predetermined gross profit 
ratio or its own proportion of taxable 
sales, it is no exaggeration to say that 
unless sufficient attention is given to 
this problem, many a smaller business, 
either through ignorance or through 
lack of adequate recordkeeping, will 


find the impact of the sales tax assess- | 


ment such as to put in jeopardy the 
continued operation of the business. 

It is not within the scope of this 
letter to discuss the many problems 
involved in the interpretation and ap- 
plication of this phase of the sales tax 
law. The point I wish to make is that 
the increased rate makes these prob- 
lems deserving of much greater atten- 
tion than ever before. 

The general business tax rate is in- 
creased as of July 1, 1959 from %4 of 
| percent to 2/5ths of 1 percent (a 60 
percent increase) on all receipts, ex- 
cept in the case of the financial tax 


where the rate is increased from 1 
percent upon all gross income to 14% 
percent on all gross income. 

Here the emphasis should be on 
making proper accruals for a substan- 
tial item of expense in the light of the 
new rate, as well as providing the funds 
to meet it on the due date. It should 
be borne in mind that the increased 
rate payable on May 15, 1960 will 
apply to all the taxable sales for the 
calendar year 1959 without proration 
for the change in rate. The year in- 
volved in the increase is the privilege 
year which commences on July 1, 1959 
and the effective words involved in the 
law are “exercised or carried on by 
him during the calendar year in which 
each such period of one year shall 
commence.” 

One of the changes made in the 
new law, this one of benefit to the tax- 
payer, is the change with relation to 
the $10,000 exemption which hereto- 
fore did not apply where receipts ex- 
ceeded $10,000. Under the law, effec- 
tive July 1, 1959, the tax is imposed 
“upon all receipts in excess of ten thou- 
sand dollars received in and/or allo- 
cable to the City from such profession, 
vocation, trade, business . . . etc.” The 
Legal Department of the Comptroller’s 
office is presently interpreting the effect 
of this clause in situations where there 
are allocable receipts as well as com- 
missions received by the same tax- 
payer. The actual amount of benefit 
to the taxpayer will depend upon their 
interpretation. 

The tremendous pressure on the 
New York City budget presages both 
expansion of existing taxes as well as 
the imposition of new ones. Even now 
New York City taxes have reached a 
status where they are deserving of as 
much study as those of the State and 
the Federal Government. 


LEo SussMAN, CPA 
New York, N. Y. 
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SEASON’S GREETINGS 


4 


PR 


“MEADOW BROOK" 


from all the members of the Meadow Brook family 

The people who are the Meadow Brook National Bank of Nassau 
County extend best wishes for the holiday season. We look forward 
to the continuing opportunity to serve you and your clients. Perhaps 
you will find that seasonal expenses in business will require additional 
funds. If so, why not inquire about our Accounts Receivable program, 
which requires no notification and obligates the client to no fixed 
maturities or tenure. 


WRITE OR PHONE MR. HENRY DENGEL 
WEST HEMPSTEAD, N. Y. IVanhoe 1-9000 


Member Federal Deposit Insurance Corporation 
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Proposed Amend- 
ments to AICPA’s 
Rules of Conduct 


It is expected that the January 6 meeting of our 
Board of Directors will be devoted almost entirely to 
reviewing a new draft of the proposed revision of the 
Society’s rules of professional conduct. In the meantime, 
a committee appointed from the Board will collaborate 
with the Committee on Professional Conduct in prepar- 
ing this draft. 

Because of the increasing emphasis on ethics, there 
is probably some advantage at this time in touching 
briefly on two proposed amendments to the American 
Institute’s rules of conduct which came before the annual 
meeting held in San Francisco last month. One proposed 
amendment was approved; the other was not. Quite 
properly, it is not an easy thing to obtain an amendment 
to the Institute’s rules of professional conduct. If a 
proposed amendment is approved by a two-thirds vote 
of the members present at the annual meeting, the pro- 
posal must then be submitted to the membership for a 
mail vote. Before an amendment becomes effective, at 
least one-third of the entire membership must vote and 
two-thirds of those voting must approve. 

The proposal which had the approval of the annual 
meeting forbids the publication of any announcement 
card and bars any reference to class of service in direc- 
tory listings and any listing of the same name in more 
than one place in a classified directory. Under the 
revised rule it still would be perfectly proper for an 
Institute member to inform his clients and business and 
personal friends of any change of address or personnel by 
word of mouth, letter or printed announcement card. 
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The Institute’s ethics committee believes that this proposal, 
if finally adopted, will make for better relationships between 
members. The present rule, permitting notices in the press, has 
created difficulties. In these days of easy transportation, it is hard 
to reason why a notice concerning the opening of a new office or 
the admission of a new partner should not appear in the news- 
paper of another city, particularly an adjacent one, even though 
the firm maintains no office there and is not opening one. But 
when this happens, it usually gives rise to a flood of complaints. 
While under the rules of conduct, such notices by accounting 
firms are technically not advertisements, most accountants look 
upon them as such. Actually it is impossible to confine notices 
to specific cities. Newspapers published in the larger cities 
circulate far; the Wall Street Journal, for example, finds its way 
into all important cities in the United States. 

The proposal which was not approved at the annual meeting 
was to the effect that a member should not agree to perform any 
services for a client of another accountant without first notifying 
such accountant. The ethics committee felt that the courtesy of 
communication required by this proposal, as in the case of the 
other proposal, would have made for better relationships. 

Those who voted against this proposal did so for a variety of 
reasons. In general, however, the arguments seemed to fall 
mainly into three categories: (1) That the rule should have 
required notification of Institute members only, or, at most, only 
of CPAs. In non-regulatory states, many individuals felt it would 
be unreasonable to require notification of non-CPAs, who are not 
subject to any ethical discipline. (2) That the rule was so rigid 
it would be difficult to apply in individual cases. Many who 
voted against the proposal for this reason did so even though 
they were in sympathy with the spirit of the rule. (3) That the 
rule might tend to freeze clients in the hands of those who have 
them. Actually, it was argued, an accountant should furnish 
service to those who request it, with no obligation whatever to 
notify any other accountant. 

In the area of ethics, we must expect differences in point of 
view. There must be fairly widespread acceptance of an idea or 
a procedure before it can be incorporated in the rules. Fre- 
quently, as was the case with Statement 23, a reasonably long 
and effective educational period appears necessary. 


THOMAS G. HIGGINS, 
President 
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Employee Benefit Plans 
and Federal Reporting 
Requirements 


By THE HONORABLE JOHN J. GILHOOLEY 


The Federal Welfare and Pension Plans Disclosure Act was 
enacted on August 28, 1958 and became effective on Janu- 
ary 1, 1959. Although the law, whose philosophy empha- 
sizes voluntary disclosure, contains ambiguities and technical 
complexities, the Department of Labor has no explicit au- 
thority to issue legally authoritative interpretations. The de- 
partment has requested amendments designed generally to 
improve the effectiveness of the disclosure concept. The 
author analyzes and appraises the technical reporting features 
of the Act and describes the reporting forms required to be 


filed. 


T ue development and expansion of 
welfare and pension programs for 
American workers has been one of the 
outstanding social and economic ad- 
vances of the post-World War II 
period. Fringe benefits, of which these 
were a part, grew to a great extent out 
of wartime controls on direct money 
wages. Because the restrictions on the 
payment of such benefits were not as 
stringent as those on direct wage and 


JOHN J. GILHOOLEY, Assistant Secre- 
tary of Labor, U. S. Department of Labor, 
is a member of the American and New 
York State Bar Associations and of the 
Association of the Bar of the City of 
New York. Mr. Gilhooley, who has line 
responsibility for all labor-management rela- 
tions programs for the Department of 
Labor, has served as an alternate to the 
Secretary of Labor on the President’s Com- 
mittee on Government Contracts. In 1957 
he represented the United States at the 
International Labor Conference in Geneva. 


salary increases, many employers 
turned to them as inducements for 
obtaining and retaining employees. 
With the removal of stabilization con- 
trols millions of American workers 
sought and obtained financial protec- 
tion against illness, hospitalization, and 
medical expenses. They obtained life 
insurance coverage and provisions for 
pensions to supplement their social 
security annuities when they retire from 
their jobs. These programs were intro- 
duced and expanded through collective 
bargaining and by unilateral employer 
action. 

The continued growth of these plans 
and their importance not only to indi- 
vidual beneficiaries but to the economy 
as a whole, led President Eisenhower 
in 1954 first to recommend congres- 
sional study of the administration of 
these plans. Under the leadership of 
Senator Ives extensive hearings were 
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undertaken of collectively bargained, 
jointly administered plans in the Spring 
of 1954. The following year further 
hearings were conducted under the 
chairmanship of Senator Douglas. 

These investigations disclosed shock- 
ing examples of abuses and misman- 
agement. These included high insur- 
ance commissions, excessive adminis- 
trative fees, high insurance company 
retentions, unequal treatment of the 
policy holders, and activities of un- 
scrupulous brokers and agents includ- 
ing outright embezzlement of premiums 
in collusion with union officials or 
management—mostly the result of in- 
adequate control and nondisclosure to 
the interested parties. In its final re- 
port the committee also pointed to 
mismanagement, waste, extravagance, 
and bad bookkeeping which had caused 
a serious dissipation of the funds in- 
volved in many programs. A great 
many of the plans were sorely lacking 
in adequate accounting procedures 
while auditing processes were in some 
cases non-existent. Actuarial and in- 
vestment soundness were often ignored. 

The evidence of abuses, mismanage- 
ment, and waste which these hearings 
disclosed, along with the President’s 
repeated insistence that legislation be 
enacted to protect the interests of bene- 
ficiaries, finally led Congress in August 
of 1958 to enact the Welfare and Pen- 
sion Plans Disclosure Act. 

There is general agreement that this 
is a complex law operating in a com- 
plex area and that as laws go it has 
many shortcomings. Many of these 
were recognized in the President’s 
statement of August 28, 1958 approv- 
ing the Act, wherein he concluded that 
to be effective the law must be 
amended. This judgment has been con- 
firmed by our experience since the law 
became effective on January 1, 1959. 


UNDERLYING PHILOSOPHY OF THE ACT 
At this point it may be useful to 


examine the underlying philosophy of 
the Act from the viewpoint of the 
public interest and the millions of plan 
members and their beneficiaries. This 
is a much misunderstood area. There 
is no provision in the Act for dealing 
directly with the most flagrant abuses 
such as embezzlement and kickbacks. 
It is a disclosure law and as members 
of the accounting profession can very 
well appreciate, it is unlikely that an 
annual report of the stewardship of a 
plan will reveal abuses by the steward 
on the face of such report. At best a 
disclosure law is a deterrent to abuse. 
Another very basic objective of the 
law is not generally appreciated. Con- 
gress was persuaded that millions of 
members of welfare and pension bene- 
fit plans and their beneficiaries depend 
to an important degree for their eco- 
nomic security on the future benefits 
promised by such plans. Accordingly, 
Congress felt that the beneficiaries’ 
stake was such that they must be 
assured, by law, the right to obtain a 
regular accounting of the financial 
operations and assets of the plans as 
well as general information as to the 
benefits provided and the manner in 
which the plan is operated. 
_ It is also the philosophy of the Act 
to minimize Government involvement 
in its administration or in the adminis- 
tration and operation of employee 
benefit plans. The Secretary of Labor 
has no specific investigatory or enforce- 
ment functions. He was required to 
draft reporting forms but their use is 
optional with each plan administrator. 
The Secretary has no authority to issue 
official interpretations or rules and 
regulations designed to help clarify 
the law. 


COMPLEXITIES, AND AMBIGUITIES 
IN THE LAW 


The law gives the Secretary two 
basic responsibilities. In addition to 
drafting reporting forms, he is fe 
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quired to receive two copies of the 
required reports and make the plan 
descriptions and annual reports avail- 
able in the Public Document Room 
of the Department of Labor for those 
who may wish to examine them. 

Immediately after the President 
signed the bill, a task force was con- 
vened in the department to draft the 
reporting forms, and plans were made 
for receiving and handling the large 
number of reports to be filed. Our 
technicians worked day and night for 
many months in order that we might 
be prepared to carry out our respon- 
sibilities. 

This was not an easy task. As pre- 
viously pointed out, the Act, perhaps 
because it represents a compromise, or 
for whatever reason, is vague in many 
respects. Some paragraphs were re- 
moved in the course of the considera- 
tion of the bill from one part of the 
law to another part. Thus, questions 
arose of trying to interpret clearly just 
what was meant by the sequence of 
sentences or paragraphs or sections. 
Words were used differently in the law, 
although perhaps there was no intent 
in some instances to make a distinction 
as to whether you were talking about 
employees or whether you were talking 
about participants, or whether you were 
talking about persons, for example. 

In some cases the law refers to the 
plan and in other instances to the 
fund where the most obvious mean- 
ing would be plan rather than fund. 
The law mentions a “class of benefits” 
provided. What is a class of benefits? 
Is it welfare benefits as a whole which 
would include, for example, life insur- 
ance, accident, sickness and death; or 
is it medical, surgical and hospitaliza- 
tion together as a class of benefits, or 
is it hospitalization solely, or solely 
medical, or solely surgical, and so on? 

In other places there is reference to 
a “summary statement” of assets and 
liabilities. What is this summary state- 


ment? People differ widely as to what 
constitutes a summary statement. It 
may mean one line or item, or one 
page. Throughout the law the word 
“paid” is used. Did the Congress in- 
tend a construction of the word in the 
usual accounting sense or is a broader 
construction of the word permissible 
when the records are maintained on an 
accrual basis or when it is more mean- 
ingful to beneficiaries to report data 
on a payable or paid for the year 
basis? 

Many such questions had to be 
weighed in the development and prep- 
aration of reporting forms, but from 
a position of weakness in the sense 
that the Act does not give specific 
authority to the Secretary or to the 
department to interpret or determine 
the most obvious or practical meaning. 
As a result we quite often have had 
to take just the literal words of the 
statute and let each administrator 
decide on his own what it means! 

There are ambiguities in the law. 
There are technical complexities by 
virtue of the very nature of these plans, 
how they are established, what they 
provide, and how they are adminis- 
tered — technical complexities which 
entered into the preparation of forms. 
Incidentally, the department is grati- 
fied over the acceptance of Form D-1 
Plan Description which we made avail- 
able for optional use of administrators. 
Over 95 percent of the plan descrip- 
tions filed with the department were 
filed on Form D-1. The uniformity in 
reporting will enable the department to 
keep the cost of carrying out its respon- 
sibilities to a minimum. We profoundly 
hope that our Form D-2 Annual Re- 
port for Welfare and Pension Benefit 
Plan will meet with similar success. 

The law does not require the plan 
administrators—and it is the plan ad- 
ministrator who is responsible under 
the law for submitting the reports to 
the Department of Labor—to use these 
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forms into which hours and days and 
weeks of drafting effort have gone. 
There are always questions as to what 
is in the law. Our standard guide has 
been—“Is there a clear basis for ask- 
ing this question under the law as it is 
written, however inadequate or am- 
biguous certain sections of the law 
may be?” If there is, the question 
went in. If there is not, the question 
was dropped. It was under these 
handicaps and limitations that the de- 
partment has worked on the drafting 
of these forms. 


REPORTING FORMS 


Now there are two forms—two re- 
ports—which must be published as re- 
quired by the Act. There is what the 
law calls the description of the plan— 
a description of the welfare or pension 
plan which was required to be pub- 
lished within 90 days of January 1, 
1959, the effective date of the Act, 
or, if the plan was established after 
January 1, within 90 days after the 
date of its establishment—and an 
annual report on the operations of the 
plan during the plan year, whether a 
calendar year, fiscal year, or policy 
year, which includes a report of the 
operations and financial transactions 
that take place under the plan or under 
the program. The annual report must 
be published within 120 days after the 
end of the year on which the plan 
records are kept. The Act became 
effective January 1, 1959. It is the 
department’s view that to insure com- 
pliance with this requirement, the first 
annual report of plans keeping their 
records on a policy or fiscal-year basis 
should be published within 120 days 
after the date in 1959 on which such 
policy or fiscal year ends, and the first 
annual report of plans operating on a 
calendar-year basis should be pub- 
lished within 120 days after December 
31, 1959. 

These two reports have to be filed 


with the Department of Labor in dup. 
licate. However, since the philosophy 
of the Act is that this information 
should be made available to the par- 
ticipants and the beneficiaries of the 
plans, this information must also be 
available in the principal office of the 
plan. The plan administrator must 
show these materials to any participant 
or beneficiary who asks for the infor- 
mation and upon written request he is 
also required to furnish a copy of the 
description of the plan as well as a 
summary of the annual report to any 
participant or beneficiary covered by 
that plan. 

This is the basic concept of the law, 
but inasmuch as some employees are 
reluctant, or afraid, or intimidated in 
terms of personally coming to the 
headquarters of the plan or asking the 
employer or administrator, whoever it 
may be, to let him see a copy, the law 
provides for the submission of copies 
to the Department of Labor, and that 
they be made available in the Public 
Document Room. 

Section 6 of the law specifies what 
must be provided in terms of a descrip- 
tion of the plan. The department has 
developed Form D-1 Plan Description 
in accordance with what we believe 
that particular section of the law re- 
quires. In brief, this description form 
asks certain identifying information 
such as the name and address of the 
plan administrator; the type of plan 
(welfare or pension); the groups of 
workers covered by the plan; the par- 
ties contributing funds; the benefits 
provided; and a description of the 
types of administration including re- 
sponses to such questions as who is 
responsible for maintaining records, 
processing claims, and __ handling 
appeals. 

Section 7 of the Act specifies what 
must be in the annual report. Here 
the law is more detailed and, in one 
sense, more specific although many 
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items are susceptible to several inter- 
pretations. After much study and ex- 
perimentation our technicians con- 
cluded that a single form with a series 
of separate sections to accommodate 
different types of plans was the most 
practical and logical solution. 

Thus, under this approach, those 
administrators who have simple un- 
funded plans need only complete a 
page or two; those which purchase 
some benefits through an insurance car- 
rier need to fill out the next section, 
and so on, up to the most detailed 
reporting by administrators of plans 
maintaining a fund. In the latter in- 
stance the law requires an annual ac- 
counting of the receipts and disburse- 
ments and the assets and liabilities of 
the fund. A series of attached sched- 
ules—each dealing with certain aspects 
of fund reporting— completes the 
annual report form. 

In drafting these forms the depart- 
ment was most fortunate to have the 
views of many groups who are inter- 
ested in the operation of this program. 
We have held meetings with represen- 
tatives from various associations, such 
as the insurance associations, business 
and labor groups and, of course, the 
accountants. The American Institute 
of Certified Public Accountants was 
most cooperative and their representa- 
tives made many helpful suggestions 
which were adopted in drafting the 
forms. 

One point on which we received 
advice was in connection with the re- 
quirement in Section 7 of the Act that 
the information required in the annual 
report be either sworn to by the plan 
administrator or certified to by an 
independent certified or licensed public 
accountant. In accordance with such 
advice our form contains no blank for 
the accountant’s certification. We con- 
template that the accountant’s opinion 
will be submitted in his own language 
as a separate attachment. 
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RESPONSIBILITIES OF THE PLAN 
ADMINISTRATOR 


So much for the department’s re- 
sponsibilities. I would like to again 
refer to the responsibility of the indi- 
vidual plan administrator—a responsi- 
bility which I might point out is a 
heavy one. 

The Act contains both civil and 
criminal sanctions for violations. Will- 
ful violation of the Act is punishable 
by a fine of not more than $1,000 or 
six months’ imprisonment. In addition, 
a plan administrator may become liable 
to a plan participant or beneficiary in 
the sum of $50 a day and attorney’s 
fees if, upon written request, the ad- 
ministrator fails to make publication to 
the participant or beneficiary in accord- 
ance with the Act’s requirements. 
Federal courts may issue injunctions 
against violations, and the law makes 
the penalties of the False Information 
Act applicable to sworn descriptions 
and annual reports filed with the De- 
partment of Labor. And bear in mind 
that the administrator is on his own 
so to speak in determining the Act’s 
application to his particular plan. 


BASIC TESTS FOR DETERMINING 
EXISTENCE OF PLAN 


Now, just what is a plan covered 
by the Act? In the first place, it does 
not matter whether the plan is collec- 
tively bargained or unilaterally estab- 
lished by the employer. It does not 
matter whether it is jointly adminis- 
tered by the employer and a union or 
by the employer, or union, alone, 
whether it is financed in part by em- 
ployee contributions or entirely by the 
employer or union, or whether it pro- 
vides for fixed contributions or a fixed 
level of benefits. The Act applies 
without regard to these distinctions. 

The Act sets forth three basic tests 
for determining whether an employee 
welfare or pension benefit plan exists. 
These are: 
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1. Is it communicated or are its 
benefits described in writing to the 
employees? According to the House 
Committee report this requirement was 
intended to exclude informal or per- 
sonal arrangements between employers 
and employees. 

2. Is it established by an employer, 
including a group or association of 
employers, or by an employee organi- 
zation, or by both? 

3. Is it for the purpose of provid- 
ing, through the purchase of insurance 
or otherwise, retirement benefits (this 
includes profit sharing plans which 
provide benefits at or after retirement) 
or medical, surgical, or hospital care 
or benefits, or benefits in the event of 
sickness, accident, disability, death, or 
unemployment? 

If the answer to these three ques- 
tions is “yes”, then an employee wel- 
fare or pension benefit plan exists as 
defined in the Act. If the answer to 
any one of these three questions is in 
the negative, then such a plan does 
not exist. Whether a plan exists is 
just one of many difficult and complex 
questions with which administrators 
are faced and for which they have sole 
responsibility for finding the answer. 


ASSISTANCE BY THE DEPARTMENT 


Now as previously mentioned, the 
department has no authority to issue 
rules and regulations under this Act— 
no authority to issue official interpre- 
tations. 

We do intend, however, to be as 
helpful as possible, and we plan to the 
extent that budget limitations will 
allow to give opinions—advisory in 
nature only—to those who request our 
assistance. 

With this in mind, the Solicitor of 
Labor made a very careful study of 
the law and the legislative history. In 
order to assist the administering per- 
sonnel a number of advisory memo- 
randa were prepared by the Solicitor. 


These memoranda represent the de- 
partment’s views on various aspects of 
the Act and the meaning of certain 
of its terms. While these memoranda 
will guide the department in such ad- 
ministrative functions as are given to 
it in the law, it should be made crystal 
clear that they have no authoritative 
standing in law. In appropriate in- 
stances these are made available to 
administrators. As was _ indicated 
above, the final responsibility is that 
of the administrator to determine and 
to do what is required by him in order 
to satisfy the provisions of the Act. 


ACCOMPLISHMENTS AND 
DEVELOPMENTS SINCE 
EFFECTIVE DATE 


What has been accomplished since 
January 1, 1959, the date the law 
became effective? 

About 130,000 descriptions of plans 
have been filed. Millions of partici- 
pants and beneficiaries are now assured 
access to information which the Con- 
gress felt they were entitled to. There 
is no doubt that in untold thousands 
of plans participants will be in a posi- 
tion to be better informed than before 
the Act was passed. There is much 
evidence that management is taking a 
new look at its “communication proc- 
esses” in the employee benefit area. 
This trend will be accelerated as ad- 
ministrators complete and submit their 
first annual reports under the Act. 

The concept of a “self-administer- 
ing law” in which no government 
agency is given authority to interpret 
its provisions is undergoing a test in 
the crucible of experience. We have 
been careful to give this concept a 
fair trial. 

Most of the people writing to us 
are not concerned with the conceptual 
problems of a “self-administering law.” 
They want definite answers to specific 
questions such as “Who is the ad- 
ministrator?” “Is this plan covered?” 
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—‘“Has a plan been established?” In 
most cases we cannot give definitive 
answers. 

In an effort to meet the need for 
uniform interpretation of the law’s 
technical terms, the Department has 
proposed amendments to the Act 
which would give the Secretary of 
Labor the authority to issue rules and 
regulations, and to give a good faith 
defense to anyone who filed in accord- 
ance with and in reliance on the inter- 
pretations of the Secretary of Labor. 

Available information suggests that 
some plan administrators have not yet 
filed their plan descriptions. This may 
be due largely to a lack of understand- 
ing as to the Act’s scope and require- 
ments. For example, many persons 
apparently believe that only plans aris- 
ing out of collective bargaining agree- 
ments need be reported. Others fail to 
recognize that plans may be covered 
where the employees make the entire 
contribution, such as in the case where 
the employer “establishes” a simple 
hospitalization plan but makes no con- 
tribution toward the premium. An- 
other area where there seems to be a 
lack of understanding is in connection 
with wage continuation plans providing 
sick benefits, that is, ordinary sick 
leave plans. 


To overcome this lack of awareness 
will require an intensive and continu- 
ing program of publicizing the Act 
through all media of information and 
through groups such as accountants, 
insurance companies, banks, trade 
associations, unions, etc. But no matter 
what we do there will always be some 
who fail to file, willfully or otherwise. 

There should be some better way to 
assure compliance in addition to inde- 
pendent action by plan participants. 
Here, too, an amendment has been 
offered to give the Secretary the au- 
thority to receive complaints, make 
investigations, obtain injunctions, and 
generally improve the effectiveness of 
the disclosure concept of the Act. 

The next year or two will be crucial 
in testing the response of plan adminis- 
trators and the reaction of the Ameri- 
can public to this significant piece of 
disclosure legislation. The importance 
of welfare and pension plans to Ameri- 
can workers and their families and the 
widespread economic and financial im- 
plications of the billions of dollars 
invested in these programs are such 
that all of us—employers, plan ad- 
ministrators and union officials, 
accountants and lawyers, as well as 
we in Government—must strive to 
make the law effective and meaningful. 


PUBLIC SERVICE 


An important challenge to the certified public accountant is 
the duty he owes society and the community in which he lives. 
This duty includes performing public service of many kinds and 
taking an active part in the public forum, particularly when the 
accountant’s competence fits him well to discuss the issues. 
Failure of the individual accountant to accept this duty may 
block his professional progress, and failure of many to accept 
it may deter the advance of the profession. The penalty for 
neglect of this duty is stunted growth. 


JoHN W. QUEENAN, “Professional Accounting Answers 
its Challenge,” THE ILLINois CPA, Autumn 1959 
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Part One of a Two-Part Article ” 
m 
d 
Duplicating Equipment in 
fr 
An Accountant's Office P 
m 
By IRWIN WINSTEN, CPA a 
W 
In selecting duplicating equipment for general office use or : 
for reproduction of tax returns, the CPA practitioner is cur- g 
rently faced with a bewildering choice of products in various n 
sizes and capacities. This article provides a guide to the selec- ui 
tion and use of various duplicating processes including: carbon ti 
paper, single transfer photocopy, multiple transfer photocopy sl 
(Verifax), heat transfer photocopy (Thermofax), diazo, hecto- a 
graph, offset and others. For each process, the author dis- SI 
cusses the operational procedures, the technical limitations, n 
‘ the approximate costs and the applications including the ti 
acceptability for reproduction of tax returns. p 
INTRODUCTION the accountant can only look back r 
wistfully to the days when, among his 
Tue problem of selecting duplicating many problems of office administra- 
equipment presents a relatively new tion, this one subject could be casu- 0 
headache for the public accountant. ally relegated to a clerical employee. § 
Until recently the choice was so limi- —_ With possibilities of substantial sav- a 
ted that for most practitioners the ings and improved client service dan- dl 
main problem was choosing between gled in front of him by countless f 
one kind of carbon paper or another, _ salesmen, the CPA must tread a tor- a 
or deciding whether to retype some tured semantic path among such new ¢ 
material or send out for a photostat. abstruse concepts as “hectograph du- f 
But now with the march of progress _ plication,” “diazo process” and “multi- t 
ple transfer photocopy.” As he starts 
: down this path, the practitioner soon P 
finds himself faced with a bewildering i 
our Society’s Committee on Auditing Pro- ho; f “jucts offered in various r 
cedure and the Advisory Committee on OF pro d with 
Application of Statistical Sampling to SIZES and capacities, couple = hi 
Accounting and Auditing. Mr. Winsten is  StOwing feeling that concealed in this ‘ 
a partner in the firm of Homes & Davis, Elysian field of duplicating are a num- d 
certified public accountants. ber of well-camouflaged booby traps. c 
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TWO POSTWAR DEVELOPMENTS 


Two postwar developments were 
primarily responsible for the increased 
interest in the use of duplicating equip- 
ment. The first was the development 
of a family of so-called photocopy 
devices designed to fill an important 
gap in office duplication, namely, the 
reproduction of relatively few copies 
from opaque originals. Before this 
process was available, opaque originals 
had to be duplicated by photographic 
means, a procedure too complicated 
and space-consuming for most offices. 


The second important development 
was the acceptance of duplicated tax 
returns by the federal and various state 
governments, thereby eliminating the 
necessity of filing returns on govern- 
ment forms. Since the duplication of 
tax returns is just the kind of problem 
suited to photocopy reproduction, the 
accountant found himself forced to 
study both specific government require- 
ments concerning the duplication of 
tax returns and also the wide choice of 
processes and equipment that pur- 
ported to meet these requirements. 


A WORD OF CAUTION 


This article will attempt to place all 
of these ideas into some logical per- 
spective in order to guide the busy 
accountant in his decisions concerning 
the use of duplicating equipment. Un- 
fortunately we must hedge our remarks 
at the outset because of the constant 
changes in this field. Therefore the 
following cautionary points apply to 
the ensuing discussion: 


1. The status of an acceptable 
process may be changed if returns are 
improperly or carelessly prepared. 
Other processes may be accepted at 
a future date. If duplicating equip- 
ment is being purchased primarily for 
duplicating tax returns, ask for clear- 
cut evidence of acceptability for both 


federal and state returns at the time 
of contemplated purchase. 

2. All specific representations in this 
article (such as capacity, price, speed, 
and color) are based upon the most 
current information available to the 
author and are given for purposes of 
comparison and explanation. This does 
not obviate the possibility of errors 
and the probability of manufacturers’ 
changes and technological improve- 
ments. 

3. Equipment is under development 
using new techniques such as smoke 
printers and photo-electric readers. 
When released, this equipment may 
radically affect the conclusions pre- 
sented. 

4. In order to contrast the merits of 
the various methods of duplication, 
comments are offered as to relative 
advantages and disadvantages. These 
conclusions represent solely the per- 
sonal opinions of the author and re- 
late to the process rather than to the 
products of individual vendors. 

5. All prices quoted are list prices. 
However in many cases these prices 
are subject to discount reductions. 


DUPLICATING TAX RETURNS 


Regulations for duplicating federal 
returns reprinted from Revenue Pro- 
cedure 59-37, dated October 1959, 
are quoted in Appendix 1. 

Requirements of the Income Tax 
Bureau of New York State may be 
found in a ruling of the State Tax 
Commission dated November 24, 
1958. This ruling is quoted in Ap- 
pendix 2. While the ruling does not 
specifically cover returns filed with the 
Corporation Tax Bureau it appears 
that the same requirements apply with 
the exception of paragraph five. Re- 
cent telephone communications held 
by the author with the Corporation Tax 
Bureau indicate that the Bureau pre* 
fers and strongly recommends the sub- 
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mission of forms reproduced on both 
sides of a single sheet. This is due to 
the fact that the bureau does not have 
sufficient filing space for the single- 
coated forms. While the privilege of 
filing one-sided sheets may be ex- 
tended for a short period of time to 
accommodate those who have already 
purchased this paper, steps will be 
taken in time to see that only two- 
sided pages are submitted. In view 
of these requirements, practitioners 
are cautioned to purchase tax forms 
for the Corporation Tax Bureau that 
can be reproduced on both sides. 

The reader will note that New York 
State is much more particular than the 
Federal Government. Two New York 
State rules require particular stress: 

1. Distinct specifications are estab- 
lished for binding pages together. 

2. All pages of the forms must be 
reproduced. The Federal Govern- 
ment does not require the reproduction 
of blank pages. 

Both the Federal and State Govern- 
ments request that forms be repro- 
duced on the same color paper as the 
official form. Since many duplicating 
processes require special sensitized 
paper this gives rise to the question of 
whether paper of the proper color 
will always be available, particularly 
if the official colors are changed from 
year to year. There is also the ques- 
tion of how close the paper must 
conform in hue. 

Many states other than New York 
permit the duplication of tax returns. 
Tax forms suitable for duplication are 
printed for California, Connecticut, 
Kansas, Massachusetts, Missouri and 
others. However, filing requirements 
may vary so that specific requirements 
must be obtained from each state. 

Continued acceptance of any par- 
ticular duplicating process by the Fed- 
eral or State Governments depends to 
a great extent upon the degree to 
which submitted copies conform with 


requirements and are neat and legible, 
CPAs should recognize that an im- 
portant factor of self-discipline is in- 
herent in the continued acceptance of 
duplicated returns. 


COMMON DUPLICATING PROBLEMS 


Before proceeding to a detailed dis- 
cussion of various types of office dup- 
lication, let us consider some of the 
problems common to many of these 
techniques. 

Size of material. The first problem is 
limitation as to the size of the material 
to be reproduced. Some equipment 
operates on a continuous basis so that 
width is the only limitation on paper 
size. In general the size and price 
of such equipment is determined by 
the width of its “throat” (i.e., the 
opening which accepts the copy). 
Other equipment limits both the length 
and width of the copy. Such limita- 
tions determine whether all pages of 
a tax return may be prepared on one 
piece of paper or on separate pages. 
If separate pages are required the 
practitioner must consider the prob- 
lems of properly assembling and at- 
taching all pages of the returns to- 
gether with the possible risk of as- 
sembling pages that apply to different 
returns. Limits on the dimensions 
of the original or copy can some- 
times be circumvented by such tech- 
niques as folding or duplicating two 
areas separately and joining the copies. 

Weight and type of copy paper. 
Another limitation is the weight and 
type of copy paper that can be used. 
Sensitized paper is usually more limi- 
ted in weight and color than the regu- 
lar run of sulfite papers. Rag content 
copy paper is not available. 

Stability. The stability of the copy 
paper must ‘also be considered. The 
color and quality of both the back- 
ground and the image may change 
with the passage of time, exposure to 
strong light and other factors. One 
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way to check on this is to file sample 
copies of duplicated material and ex- 
amine it later at monthly intervals. 


COPY RESTRICTIONS 


Many duplicating techniques cannot 
reproduce certain types of original 
material. Since these restrictions vary 
considerably from one process to 
another, they will be discussed sepa- 
rately where pertinent. Contact dup- 
licating methods will be discussed in 
detail because of the great interest 
shown by many practitioners. A more 
abbreviated discussion will cover two 
methods (hectograph and offset) used 
primarily for report duplication. Other 
duplicating techniques will be men- 
tioned briefly in order to round out 
the presentation. As an introductory 
point of information it should be 
stated that, except where otherwise 
noted, all equipment operates on 110V 


CARBON PAPER 


One duplicating technique that pos- 
sibly merits more attention than it 
presently receives, particularly in the 
smaller accounting office, is the use 
of carbon paper. The obvious advan- 
tages of this method are the low cost 
and simplicity of operation. Under this 
method, tax forms and supplemental 
schedules are purchased in pads, 
with one page printed on one side of 
the padded sheet. Therefore the only 
additional costs involved are for the 
purchase of the padded forms and car- 
bon paper. (For approximate form cost 
see chart on paper costs under Diazo.) 

A number of attendant disadvan- 
tages have prevented this method from 
achieving wide popularity: 

1. The carbon copies tend to 
smudge and adversely affect the ap- 
pearance of the copy. Careful selection 
of carbon paper can minimize this 
problem. 
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2. Erasures are awkward. There 
is also the danger that corrections may 
not be made on all copies. 


3. It is difficult to make restrictive 
notations on one copy. Use of a card- 
board “mask” can be helpful. 


4. The number of acceptable copies 
is limited and must be determined in 
advance. Since the number of copies 
must be predetermined there will prob- 
ably be a tendency to prepare as many 
legible copies as possible, which may 
result in overcrowding the files. 


5. Unless sets are carefully sepa- 
rated, the sheets will lose register (i.e., 
alignment) and subsequent changes 
must be made individually on each 
sheet. 

It appears to this writer that the 
carbon paper method is most suitable 
for use in small offices where the vol- 
ume of work does not suggest a prac- 
tical application for any of the dup- 
licating equipment later discussed, and 
where the use of the forms can be 
closely controlled. One big advant- 
age is that it can be tried with rela- 
tively little investment. Moreover, in 
addition to possible use in the prepara- 
tion of tax returns, carbon paper has 
other potential applications in the staff 
room: 


1. Carbon paper may be used to 
eliminate repetitious copying of top 
and side captions on pencil copies of 
reports 4nd worksheets. 


2. By offsetting worksheets below 
each other, it may be possible to en- 
ter current figures in the “current” 
column of one report and the “prior” 
column of another report, thereby 
eliminating additional copying. 


SINGLE TRANSFER PHOTOCOPY 


Probably the greatest appeal to the 
smaller practitioner comes from a 
family of duplicating machines known 
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as contact photocopiers. Three popu- 
lar methods are discussed: Single 
Transfer Photocopy, Multiple Trans- 
fer Photocopy, and Heat Transfer 
Photocopy. 


DESCRIPTION OF PROCESS 


The Single Transfer Photocopy pro- 
cess is a two-step operation. First the 
original to be copied is placed face- 
to-face with sensitized negative paper 
and exposed to light in the print unit. 
After exposure is made the negative 
paper is placed face-to-face with un- 
sensitized copy paper and placed in a 
processor unit where the sheets are 
pressed together and passed through a 
liquid developer. After about 20 sec- 
onds of contact the sheets are peeled 
apart by the operator and the negative 
paper discarded. Another few minutes 
must elapse before the copy is com- 
pletely dry. One manufacturer (Duo- 
photo) offers a processor with a built- 
in drying unit. This is called a Single 
Transfer process because a separate 
sheet of negative paper is required for 
each copy. 

Duplex machines are most popular 
because both the light exposure unit 
and the processor unit are contained 
in one compact housing. A motorized 
rotary design is used so that the only 
limitation on the copy size is the 
width of the throat of the unit. Ma- 
chines are available with throat widths 
of 9”, 14” and 18”. Some manufac- 
turers offer larger sizes. 

Copies of pages in bound books 
can be obtained by using flat bed con- 
tact printers which come in a wide 
range of sizes (representative copy size 
8” x 10”, 842” x 14”, and 14” x 17”). 
Separate processing units are also 
available. Auxiliary equipment for dis- 
pensing the sensitized negative paper 
is usually recommended. All of these 
units are designed for table-top use. 


MAINTENANCE 
Maintenance is so simple that it is 


often ignored, with resulting dirty 
equipment and poor copy. The ma- 
chine requires a thorough cleaning at 
least once a week. Spilled developer 
leaves a spotty residue and should be 
cleaned immediately. As a minimun, 
developer should be mixed at the be- 
ginning of the week and discarded 
before the weekend. More frequent 
mixing is required with increased 
usage. Actually the mechanism is so 
simple that many companies offer “life- 
time free service” if supplies are pur- 
chased from them. The most common 
cause of trouble is bulb failure. 


TECHNICAL LIMITATIONS 


The main technical limitations of 
the process are: 

1. The copy must be the same size 
as the original, and 

2. The lines of the copy must be 
black. Restrictions may also be im- 
posed by the intensity of room light 
and room temperature. 


SPEED 


Since this is probably the slowest of 
all duplicating processes, some discus- 
sion of speed is pertinent. While most 
contemporary literature talks about one 
copy every 30 seconds, it is very doubt- 
ful that 120 usable copies could be 
produced in an hour. There are many 
reasons for this. For one thing, many 
papers are very critical in light toler- 
ance, which means that the operator 
is allowed very little leeway in setting 
the exposure time. The exposure time 
varies with a number of factors such 
as the quality of the original, the age 
of the negative paper, the age of the 
bulbs in the print unit, and the age 
and temperature of the developer. This 
adds up to requiring some very cafe- 
ful guesswork on the part of the op- 
erator in order to minimize unusable 
copies. While 5 percent rejects is con- 
sidered good, the percentage of rejects 
can easily climb above 25 percent if 
the above factors are not carefully 
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controlled and if the operators are 
inexperienced. Incidentally, the faster 
the paper the more critical it will be 
in light tolerance and the greater the 
hazard of damage caused by room 
illumination. For these reasons we 
would estimate an average speed (on 
8% x 11 copies) of 60 to 75 per 
hour. 


COPY PAPER 

In this duplicating process, the prop- 
erties of the copy paper and developer 
are much more important than the de- 
sign of the printing and processing 
units. The following varieties of copy 
paper are currently available (paper 
shelf life being guaranteed for two 
months) : 

Three weights: regular (about 22 
lb.), light weight (about 14 lb.), and 
card stock. 

Five colors: green, blue, pink, yel- 
low, buff (in addition to white). 

Transparent: Various types of films 
are available. Film copies can be 
processed on diazo machines to make 
multiple copies. 

Three speeds: Choice of speed de- 
pends upon room light and machine 
light. 

Duplex: This is used to obtain two- 
sided copies. Two negative sheets 
are required for a two-sided print. 


COST OF EQUIPMENT, 
PAPER AND SUPPLIES 


Because of the high paper cost, the 
price of the duplicating equipment is 
usually of secondary consideration. A 
rough guide to current prices is as 
follows: 

Duplex machines: 


$150-$200 


Flat bed printers: $ 50-$250 
Paper prices (per 100 sets, 842x11): 


$11.00 
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Developer: 
26) OZ; PACKARE $ 0.50; 
good for 200 copies or one week 
Bottle (prepares 2 quarts of developer) 
$1.25; good for one week 


DESIGN FEATURES 


Although all photocopy units are 
similar, individual characteristics may 
be important under particular condi- 
tions. Units may vary as to the fol- 
lowing features: 

1. Intensity of light exposure. Each 
manufacturer must balance the char- 
acteristics of the copy paper with the 
light intensity of his unit. Under par- 
ticular lighting conditions, some copy 
paper may provide better quality and 
speed than others. 

2. Means of controlling light expo- 
sure. On continuous equipment, ex- 
posure can be controlled by varying 
speed or by adjusting an exposure 
shield. 

3. Automatic feed devices. 

4. Maximum dimensions of original 
material. 

5. Handling and storing developer. 


TAX RETURNS 


It appears that at present the Single 
Transfer Photocopy process has been 
successfully used for preparing both 
federal and New York State tax re- 
turns. However, in the absence of 
official approval, particularly from 
New York State, there is no assur- 
ance that acceptance of this process 
is permanent. Considering the fact 
that most tax returns must be pre- 
pared in at least three copies it would 
seem that even in the small account- 
ing office another duplicating process 
would be preferable for this purpose. 


APPLICATIONS 

This process is probably the most 
flexible in that it can be used to dupli- 
cate almost any original regardless of 
color and produce copy in a variety 
of papers and colors. In addition to 
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the preparation of tax returns, pos- 
sible applications in an accounting 
office include: 

1. Duplicating supplemental sched- 
ules for tax returns. 

2. Duplicating memos and corres- 
pondence. 

3. Duplicating legal documents for 
work papers and other purposes. 

4. Preparing translucent masters 
from opaque copy. 

5. Preparing masters for offset ma- 
chines. 

6. Duplicating work sheets and re- 
ports for internal purposes. 

7. Copying business forms for sys- 
tem reports. 


DUPLICATION LOG 


This process is so flexible that it 
encourages more copying than would 
be considered for outside photostating. 
The result is that unless the equip- 
ment is properly supervised the num- 
ber of copies produced in a year 
(other than tax returns and schedules) 
will be much greater than anticipated. 
One way of checking up on machine 
use is to prepare a log of all ma- 
terial duplicated. Comparison of the 
log with actual paper consumption will 
disclose the extent of loss due to ex- 
cessive rejects or unauthorized ma- 
chine use. It will also show whether 
this is the appropriate process in 
terms of the number of copies re- 
quired per original (as opposed to 
selecting other processes, if available, 
or buying other equipment).  Be- 
cause of the relatively expensive op- 
erating costs the use of such a log is 
particularly recommended for photo- 
copy processes. 


EVALUATION 


Balancing the extreme flexibility of 
this process against its operating cost 
and relatively slow speed, the use of 


Single Transfer Photocopy appears 
most advantageous: 


1. As a “second” duplicating de- 
vice for one or two-copy duplication 
of material that cannot be copied on 
diazo or other equipment. 


2. In a very small office where 
costs and time studies indicate that 
two duplicating machines cannot be 
justified and, because of size limi- 
tations, the Multiple Transfer process 
could not be used successfully. 


NEW MULTI-COPY PROCESS 


A recent development that may 
prove to be useful in many offices is 
a new processor and paper that per- 
mits the making of many copies from 
the negative paper that would other- 
wise be discarded. In order to use 
this process it is first necessary to go 
through the ordinary procedures of 
light exposure, processing through li- 
quid developer, waiting, and peeling 
apart. After the negative paper is 
almost completely dry, it can be run 
through light exposure again together 
with the special multi-copy paper. The 
latter paper is then developed and 
fixed in a special processing unit. 

At present this multi-copy technique 
is limited to negatives that are 9 inches 
wide. The process is very slow for 
making the first “additional” copy be- 
cause of the need to wait for the ne- 
gative paper to dry. Additional copies 
can be run at 20 to 45 seconds each. 
The speed will vary with the intensity 
of the light source. This process fe- 
quires a relatively higher light intensity 
than was available on some of the 
older photocopy devices. Multi-copy 
paper is available in one weight (24 
lb.), white only, 8% x 11 and 8% x 
14. The ‘paper must be handled in 
subdued light. The cost of 100 sheets 
8% x 11 is $4.75. Developer 3s 
about $2 per quart. The price of the 
processor is $80. 
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REPRESENTATIVE VENDORS 


The following is a list of represen- 
tative vendors of Single Transfer 
Photocopy equipment: American 
Photocopy Equipment Co.; Copease 
Corp.; Copycat Corp.; Cormac In- 
dustries, Inc.; Duophoto Corp.; Hunter 
Photocopyist, Inc.; F. G. Ludwig, 
Inc.; Peerless Photo Products, Inc.; 
Remington Rand. 


MULTIPLE TRANSFER 
PHOTOCOPY 


Once the accountant has mastered 
the mysteries of Single Transfer Photo- 
copy, he will have little difficulty with 
Multiple Transfer Photocopy (com- 
monly known as Verifax). Under the 
latter process, one sheet of negative 
paper can be used to prepare five or 
six copies the maximum number of 
copies depending upon exposure time, 
temperature and operator speed. 


COMPARISON WITH 
SINGLE TRANSFER 


The Multiple Transfer process dif- 
fers from the Single Transfer process 
as follows: 


1. Multiple Transfer is not continu- 
ous. Three sizes are available: 

8%x11 (2 models $100 and $240) 

8%4x14 (1 model $150) 

10x14 (1 model $425) 

2. After exposure is made, the ne- 
gative paper (called matrix paper) is 
placed for 20 seconds in an activator 
solution located in the base of the 
duplicator. The print paper (located 
directly above the activator tray) and 
the developed matrix are pulled to- 
gether between pressure rollers. Then 
the sheets are separated. The matrix 
can be reinserted in the activator and 
the operation repeated. A heating 
element keeps the activator at proper 
operating temperature (about 80°). 

3. As contrasted with the Single 
Transfer process: 


DUPLICATING EQUIPMENT IN AN ACCOUNTANT’S OFFICE @ 881 


(a) The first copy takes about 
50 seconds; additional copies require 
about 20 seconds each. 

(b) Prints are drier. 

(c) A “warm-up” period is re- 
quired to bring the activator up to 
proper temperature. 


4. Because of the need to pull the 
print paper, it comes with a tab edge 
which is usually trimmed off. Some 
models provide a cutting unit on top 
for this purpose. 


5. Since the print paper is not sensi- 
tized, it can be preprinted and handled 
like ordinary stationery. Prints can be 
made on both sides. However, since 
the image is formed by transferring 
dye from the matrix, each additional 
copy becomes successively weaker. 


6. Technical limitations are similar 
to the limitations of the Single Transfer 
process. An additional restriction is 
imposed when working at tempera- 
tures above 80°. 

7. Except for size limitations, ac- 
counting office applications are the 
same as for the Single Transfer proc- 
ess. 


COPY PAPER 


The following choice of copy paper 
is available: 

Two weights: standard (24 Ib.) 
and light (15 Ib.). 

Seven colors: green, blue, pink, yel- 
low, buff, goldenrod and red. 

Paper prices are as follows (per 
100 sheets, 812 x 11): 

Matrix paper: $9.00 

Copy paper-standard: 

Translucent: 1.50 


Double size copy paper (for mak- 
ing four-page copies) is also avail- 
able. Activator costs 50¢ each, good 
for one week or 100 copies. Matrix 
paper shelf life is 10 to 12 months. 
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EVALUATION 


It can be readily seen from the 
above discussion that Multiple Trans- 
fer is preferable to Single Transfer in 
offices where (a) most duplicating re- 
quirements are for more than one 
copy of opaque originals, and (b) the 
material to be duplicated does not 
exceed the size limitations of the 
equipment. At present, single pages 
of all federal and New York State re- 
turns can be duplicated on the larger 
models. 


REPRESENTATIVE VENDORS 


Multiple Transfer Photocopy equip- 
ment may be purchased from East- 
man Kodak Company and various dis- 
tributors. 


HEAT TRANSFER PHOTOCOPY 
DESCRIPTION OF PROCESS 


The third member of this family of 
photocopy devices is called Heat 
Transfer Photocopy (commonly known 
as Thermofax). This designation is 
used because the method takes advan- 
take of the principle that dark surfaces 
absorb more heat than light surfaces. 
A special heat-sensitive emulsion is 
used that turns dark when heat gen- 
erated by infra-red light is absorbed by 
the printed areas of the original. 

The Heat Transfer Photocopy pro- 
cess is a single-step operation. The 
copy paper, coated side up, is placed 
on top of the original. The infra-red 
light source sends rays through the 
copy paper to the original. The heat 
is absorbed by the dark surfaces of 
the original and activates the copy 
paper. Both exposure and processing 
are simultaneous. 


MAINTENANCE 


This equipment is probably the 
simplest of all as regards maintenance 
because no liquids are used. Equip- 
ment is guaranteed for six months. An- 


nual maintenance contracts run around 
$30. The main source of operating 
difficulty is injury to the belt caused 
by staples and paper clips. Periodic 
belt cleaning is recommended. 


TECHNICAL LIMITATIONS 


Unfortunately, this process is not 
quite as adaptable as the other photo- 
copy processes to different types of 
originals since the original image must 
be created by a dye that will absorb 
heat. Certain inks, particularly ordi- 
nary writing inks and hectograph dyes 
(from material prepared on machines 
such as Ditto, Standard Duplicator, 
etc.) cannot be reproduced. The 
choice of copy paper is much more 
limited and this technique cannot pre- 
pare masters for other types of dupli- 
cating equipment. On the other hand, 
the equipment can be used under a 
wide latitude of light and temperature 
conditions. 


SPEED 


This is the fastest of the photocopy- 
ing methods. While speeds will vary 
with a number of factors, the usual 
performance range on 84% x 11 copies 
is between 250 and 750 per hour. 


COPY PAPER 


The following types of copy paper 
are available (paper shelf life being 
unlimited ) : 

Two weights: regular (about 14 Ib.) 
and ledger (about 30 Ib.). 

Four colors: green, pink, yellow 
and buff. 

Gummed and perforated paper. 

Special back-up paper: This paper 
is used to provide better handling qual- 
ities to the regular weight paper and 
to provide the stiffness of card stock. 


COST OF EQUIPMENT AND PAPER 


A rough guide to current prices is 
as follows: 
Model 19: copy area, 8%” x 14" 
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110V or 220V; $500. This is the 
only unit that can be used to repro- 
duce pages of bound books. 


returns is uncertain particularly re- 
garding New York State. 


EVALUATION 


Model 20: 14” throat; 220V A.C.; rene ae 
$430. Considering the relative simplicity, 


Model 22: 9” throat; 110V A.C.; "Peet anil lowes cnet 
$330. > is usually preferable as a “second” 

duplicating device, unless the lack of 
1): vary from $$ to $6 june dee ability to accept all types of originals 
on appears to be a serious problem. 


REPRESENTATIVE VENDORS 


ee This equipment is manufactured by 
The status of Heat Transfer Photo- | Minnesota Mining and Manufacturing 
copy relative to the preparation of tax Co. 


ON ACCOUNTANTS’ WRITING 


This [writing] is the responsibility of each individual in 
a profession for the continued advancement of that profession. 
When we enter a profession, we find ready-made a body of 
knowledge which is the result of the efforts of preceding 
generations. This takes the form, for us, of classroom texts and 
other teaching materials, reference books, manuals and hand- 
books. We find organizations formed and operating as going 
concerns. We find procedures refined through the efforts of 
our predecessors. We find that the goals of the profession have 
been clarified and restated in better form. We are able to 
enter our chosen field of work with a broader and sharper 
understanding of our own function. We inherit these advan- 
tages and we have an obligation to pass on to the next genera- 
tion a still better profession in which to work and live. Even 
if the matter of self-improvement and growth of the individual 
were not involved, we have a responsibility to our profession 
to carry our fair share of the work in technical organizations 
such as this, of adding to the literature, and of sharing with 
others improvements and methods, principles and philosophies 
which we may be able to develop. 


Frank P. Smitu, “The Accountant and his Managerial 
Future,” Proceedings of the Sixth Annual Institute on 
Accounting (University of Colorado), April 1959 
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The Acquisition of an 
Existing Business 


By JosEPH W. Bower, CPA 


Where corporate expansion is contemplated through acquisi- 
tion of an existing business, the certified public accountant 
can render a two-fold service. First, appropriate accounting 
data must be obtained and properly reported on to assist in 
arriving at a decision as to the purchase and in evaluating the 
purchase price. Second, the accountant can collaborate with 
legal counsel in developing an advantageous plan of acquisi- 
tion. The detailed investigational procedures and alternative 
plans of acquisition are discussed in this article. 


Economists tell us that four princi- 
pal motives have led management to 
expand their corporations. They are 
human ambition, creative impulse, de- 
sire for profit, and satisfaction in con- 
verting a questionable concern into a 
profitable enterprise. Whatever the 
motive, it appears that the quickest 
way for a corporation to expand is to 
acquire an existing business by out- 
right purchase. While speed may be 
desirable, thorough investigation and 
careful planning must precede any pur- 
chase to minimize the possibility of 
an acquisition which will not produce 
the rewards which are anticipated. A 
prudent executive does not commit his 
corporation until he assures himself 
that the business under consideration 
is fundamentally sound, the change in 
ownership should not seriously affect 


JOSEPH W. BOWER, CPA, is a partner 
in the Pittsburgh office of Lybrand, Ross 
Bros. & Montgomery, Certified Public 
Accountants, 


its earning power, and the business 
will not become a liability or a tax 
case. 

When a client informs his independ- 
ent certified public accountant that 
consideration is being given to acquir- 
ing a particular business, the account- 
ant has the opportunity of rendering a 
two-fold service. First, accounting data 
must be obtained and presented which 
will be considered in making the deci- 
sion as to buying the business and the 
price to be offered; and second, the 
accountant can collaborate with legal 
counsel in developing a plan which 
will permit the acquisition to be made 
in a manner which will have the most 
beneficial results taxwise. While the 
scope of the accountant’s work will 
depend largely upon the wishes of his 
client, the accountant, because of his 
experience and unbiased position, is 
able to suggest a program for obtain- 
ing important information and _ thus 
aid his client in forming his judgment. 
In any event, if the investigational pro- 
cedures recommended herein are 
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brought to the attention of the client 
for his consideration, it is probable that 
no significant accounting matters will 
be overlooked. 

It is frequently not necessary for the 
accountant to make as extensive an 
examination of the financial statements 
of the business as would be required 
for him to express an independent 
opinion on them. The seller may have 
available a report of an independent 
auditor of good standing covering 
fairly recent financial statements. An 
examination of sufficient scope to en- 
able the accountant to express his 
opinion ordinarily requires consider- 
able time and if at its conclusion a deal 
cannot be negotiated, the client will 
have incurred considerable expense for 
naught. Hence, it is desirable to have 
an understanding between the client 
and the seller that if agreement is 
reached on all matters on the basis of 
unaudited financial statements, the pur- 
chase agreement will provide for ad- 
justment of the price, either upward 
or downward, by any material differ- 
ences subsequently revealed by an ex- 
amination of the financial statements 
as of the date of acquisition of the 
business. 


ACCOUNTING DATA REQUIRED 


What is required is a careful review 
of the financial statements to gather 
facts and information to assist the 
client in determining whether or not 
he wants to buy the business and, if 
so, what price should be paid for it. 
The accountant must not forget that 
the acquisition represents an invest- 
ment and the value of the business, 
and consequently of its assets, depends 
to a large degree on its earning power. 
Accordingly, the review should be de- 
signed to disclose the historical record 
of income, expenses and profits or 
losses. The period to be covered will 
vary depending upon the circum- 
stances, but usually is not less than five 


years. Supporting schedules of costs 
of goods sold, selling expenses, and 
general and administrative expenses 
should also be prepared to disclose the 
details of these items to the extent that 
it is practicable. All extraordinary and 
nonrecurring items should be shown 
separately and care exercised to see 
that they have been allocated to the 
proper years. While emphasis will be 
placed upon the statement of earnings, 
it is also important to see that the 
assets and liabilities are properly classi- 
fied on the balance sheet. Such sig- 
nificant relationships as those of cur- 
rent assets to current liabilities, cash to 
current liabilities, accounts receivable 
to sales, inventories to current assets, 
fixed assets to capital, liabilities to capi- 
tal—all of these and others may con- 
vey information of value. Also, the 
amount of working capital required 
for the business at the anticipated level 
of operations should be estimated. 

In addition to preparing analytical 
financial statements, the scope of re- 
view should include procedures de- 
signed to disclose information as to 
the business and its accounts. Presum- 
ably other representatives of the client, 
such as legal counsel, the sales man- 
ager, and the production manager will 
be making concurrent investigations, 
and a program should be adopted to 
prevent duplication of effort. How- 
ever, as considerable information re- 
lating to the business should be con- 
sidered at the same time as the finan- 
cial statements are studied, it is desir- 
able to disclose all pertinent data in 
the accountant’s report regardless of 
who developed the data. The account- 
ant will, of course, wish to state the 
source of the information contained in 
his report. 


REVIEW OF EARNINGS STATEMENTS 


As previously stated, the earning 
power of the business is of great sig- 
nificance to the client. It follows that 
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while the accountant is not expected 
to adopt the same procedures and 
techniques as he would apply if he 
were making a regular examination, 
nevertheless he should look for evi- 
dence of any material misstatements. 
Part of his scrutiny of the items of 
income and expense will be accom- 
plished by review of the related bal- 
ance sheet accounts, the system of 
internal control and the accounting 
procedures. Other tests will be ac- 
complished by review of detailed in- 
ternal reports on the business and 
comparison of the individual operat- 
ing accounts with those of prior years. 
In this connection, he should pay par- 
ticular attention to differences between 
annual gross profit percentages, 
changes in over-absorbed and under- 
absorbed burden, and unusual fluctua- 
tions in other costs and expense ac- 
counts. 

Compensation paid to officers and 
other key personnel should be listed 
for the information of the client. The 
report should disclose fully the terms 
of any bonus or profit-sharing plans 
or royalty agreements, if any exist. If 
the business is unionized, extracts of 
the pertinent data from the current 
agreement should be prepared. 

The accountant is not an expert on 
the marketability of corporation stock 
nor on the rate at which earnings 
should be capitalized in arriving at an 
estimated fair value. However, he is 
competent to make computations im- 
portant to such determinations, such as 
the ratio of an average of quoted mar- 
ket prices to average earnings for 
various periods of years of companies 
engaged in a similar line of business, 
and otherwise to assist the client in 
determining the value of the business 
under consideration. Care should be 
exercised to eliminate all extraordinary 
items of income and expense before 
making such computations. 


REVIEW OF BALANCE SHEET 
AND OTHER DATA 


For clarity, the comments on the 
scope of review which follow relate 
to the accounts in their usual balance 
sheet order. 


CASH IN BANKS 


The accountant’s report should con- 
tain a list of principal depositaries of 
the business showing the respective 
balances as of a current date with 
proper notation made of any balances 
which are restricted. He should re- 
view the monthly cash balances for 
a number of years and investigate any 
unusual fluctuation. If it is the policy 
of the business to temporarily invest 
idle cash or if seasonal bank borrow- 
ings are required, a full disclosure of 
the facts should be made. 


RECEIVABLES 


The accountant should scan receiv- 
able balances and segregate those due 
from customers, officers and employ- 
ees and others. As to amounts due 
from customers, the following data 
should be noted: (a) terms of sales; 
(b) number of customers; (c) names 
of large customers and volume of 
annual sales to them, by product lines, 
including any unusual arrangements in 
connection therewith; (d) turnover; 
(e) credit policies; and (f) amount 
of unfilled orders or backlog. In ad- 
dition, the accountant’s report should 
contain, if practicable, an aging of the 
unpaid receivable balances. Returns 
and allowances, particularly for the 
previous six months, should be re- 
viewed for evidence of possible dissat- 
isfaction with the products. If it has 
been the policy to finance the business 
by discounting receivables, the con- 
tingent liability arising therefrom, if 
any, should be disclosed. 

Amounts due from officers and em- 
ployees, material in amount, should 
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be listed and an appropriate explana- 
tion obtained of the purpose of the 
loans and terms of repayment. Such 
accounts frequently disclose transac- 
tions outside the ordinary course of 
business which will be of interest to 
the client. Other receivable balances 
should be investigated as to their rea- 
sonableness and collectibility. 


INVENTORIES 


If the business being considered for 
acquisition is a manufacturing or mer- 
cantile enterprise, probably more time 
will be required for the review of in- 
ventories than for any other asset. 
If inventories are material, determi- 
nation of the fairness of the amount 
at which they are carried at the be- 
ginning and end of each year is es- 
sential to a fair statement of earnings 
for such year. While the review pro- 
cedures suggested herein may not all 
be applied to the inventories at the 
beginning and end of each of the 
years for which earnings statements are 
being assembled, nevertheless, the basis 
of carrying such inventories should be 
investigated for material inconsistencies 
which affect the comparability of the 
financial statements. For example, 
consideration should be given to any 
changes in policy during the period 
such as the adoption of the last-in, 
first-out method of inventory valuation, 
the incorporation of engineering stand- 
ards in the cost system, and the exclu- 
sion of depreciation as an element of 
overhead. 

The client is vitally interested in 
the nature, condition and basis of 
valuation of the inventories and, ac- 
cordingly, the accountant’s report 
should disclose this important infor- 
mation. In addition to reporting upon 
the amounts at which raw material, 
supplies, work in process and finished 
goods are carried, the accountant 
should ascertain from the seller 
Whether he considers that the inven- 


tories are well balanced. He should 
watch for any recent or cumulative 
increase in inventories without a cor- 
responding increase in sales, or for 
a lower turnover which may indicate 
overproduction or sales resistance on 
the part of customers. If the company 
sells specific lines of products, it might 
be desirable to analyze the inventories 
from that standpoint and indicate the 
rate of turnover and profit for each 
line. The accountant should review 
any outstanding purchase commitments 
and relate them to the inventories and 
to anticipated sales. 

Particular care should be exercised 
as to the existence of slow-moving, 
obsolete, overstocked and damaged 
items. In this connection, the ac- 
countant might make a comparison of 
quantities presently on hand with those 
of the previous year. Also, he might 
inspect the production records for evi- 
dence of excessive defective work 
which may indicate present or future 
customer dissatisfaction. 

The accountant should summarize 
briefly the existing cost procedures, 
including the method of distributing 
overhead. The policy used in deter- 
mining cost and in arriving at market 
should be stated. If the business deter- 
mines cost on the last-in, first-out 
method, the amount by which the in- 
ventories priced on this basis differs 
from current cost should be approxi- 
mated. Written representations re- 
garding inventory quantities, condition, 
prices, etc., should be obtained from 
an officer of the company. 


FIXED ASSETS 


The accountant should arrange to 
inspect the plant of the company with 
its key personnel. Such a visit will not 
only permit him to gain knowledge 
about the business which will be help- 
ful but will afford him the opportunity 
of seeing at first hand the physical con- 
dition of the property. Preferably, the 
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visit should be made during normal 
working hours. 

He should disclose the basis of the 
amount at which property is carried 
and, if it is other than cost, he should 
try to ascertain the original cost. In 
this connection, it will probably be 
helpful to make a comparison between 
the carrying amount of the fixed assets 
for financial statement purposes and 
their basis for tax purposes. Inquiries 
should be made concerning the pro- 
cedures followed in accounting for 
disposals of fixed assets. Many com- 
panies follow the policy of having 
their property appraised from time to 
time for insurance purposes, and if 
such an appraisal has been made re- 
cently the accountant’s report should 
contain a summary thereof and com- 
parison with the book amounts. If 
no recent appraisal has been made, it 
might be desirable to recommend that 
the fair value of the company’s prop- 
erty be estimated. A complete list- 
ing and appraisal of all of the fixed 
assets might take considerable time, 
but professional experts are qualified 
to undertake the assignment of fixing 
a valuation of the fixed assets of a 
business as a whole in a limited period. 

In addition to the above, the ac- 
countant should report on the policy 
followed by the company in respect to 
(1) the method of providing for de- 
preciation, depletion and obsolescence 
of the properties, (2) the rates used 
in computing the annual amounts, and 
(3) the accounting treatment for 
maintenance, repairs, renewals and 
betterments. Also, the terms of any 
significant long-term leases should be 
disclosed. 


OTHER ASSETS 


The accountant’s report should con- 
tain a full description of any invest- 
ments owned, together with the basis 
of the carrying amount and, if avail- 
able, the amount priced at market 


quotations. It is presumed that the 
client’s legal counsel will make an 
investigation of any patents which are 
owned, but the accountant should re- 
port on the basis of the carrying 
amount thereof and the accounting 
policy in respect to expenditures for 
research and development. The review 
of other assets will vary depending 
upon their nature and relative signifi- 
cance to the balance sheet as a whole. 


LIABILITIES 
The accountant’s review of liabilities 
should be directed at disclosing ma- 
terial amounts which are not provided 
for in the balance sheet and to gather- 
ing information concerning the nature 
and terms of payment of those liabili- 
ties which are recorded. The details 
of the notes and accounts payable, 
various accruals and other current lia- 
bilities should be scanned and any un- 
usual items investigated. In this con- 
nection, it might be desirable to pre- 
pare a list of the company’s principal 
suppliers together with amounts pur- 
chased, particularly where there is a 
concentration of supply sources. 

In respect to taxes on income, re- 
ports on examination of returns by the 
Internal Revenue Service for a number 
of years should be carefully reviewed 
and consideration given to any adjust- 
ments made which would affect returns 
filed for years which have not been 
examined. Inquiries should be made 
concerning examinations in progress, 
and any preliminary findings of the 
examining agent should be reviewed. 
The accountant should reconcile the 
taxable net income shown on all un- 
examined returns with the book net 
income for those years and review the 
reconciling items. In brief, because 
the determination of the tax liability 
by the taxing authorities is not ordi- 
narily up to date, the accountant 
should investigate sufficiently to con- 
clude whether the amount provided 
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in the balance sheet is a reasonable 
estimate. Also, if there is any net 
operating loss or capital loss carry- 
forward, the amount thereof should 
be reported. 

The due dates and other pertinent 
information relating to long-term obli- 
gations should be ascertained. If assets 
have been pledged as collateral for any 
debts, this should be disclosed. If any 
amounts are due to officers or stock- 
holders, the nature of the advances 
should be investigated. 

In many instances, the determina- 
tion of contingent liabilities requires 
imagination and constructive thinking. 
The accountant should examine state- 
ments submitted by attorneys for re- 
cent years and make inquiries con- 
cerning the nature of the services 
rendered. The minutes of the meet- 
ings of the stockholders and board 
of directors and important contracts 
and agreements to which the company 
is a party should be read and all 
matters of accounting significance 
noted. Sales contracts which are sub- 
ject to price redetermination and/or 
renegotiation should be carefully in- 
vestigated and the possibility of re- 
funds considered. If sales are made 
subject to a warranty, the question of 
a reserve for service guaranty arises. 
In recent years, many companies have 
adopted pension plans but, in a num- 
ber of instances, the costs of prior 
years’ services have not been fully 
funded and the amount of unpaid past 
service costs, if any, should be obtained 
and reported. 

At the conclusion of his examina- 
tion of the liabilities, the accountant 
should request written assurances that 
all liabilities have been entered in the 
books or otherwise disclosed to him. 
It is also desirable to direct a letter 
to the seller’s attorney requesting in- 
formation relating to pending suits, 
judgments or other contingent liabili- 
ties of which he has knowledge. 


CAPITAL STOCK 


Where practicable, the accountant’s 
report should contain a list of the 
shareholders and their respective hold- 
ings as well as the details of any stock 
option agreements which may be in 
existence. The book amount per share 
of outstanding capital stock and divi- 
dends paid per share for a number of 
years should be reported. 


PLAN OF ACQUISITION 


During the accountant’s review of 
the financial statements of the business 
discussed herein, he will have deter- 
mined the tax basis of recorded assets, 
made inquiries concerning unrecorded 
assets having a remaining tax basis, 
determined if there is any difference 
between the recorded balance of un- 
distributed earnings and amount of 
undistributed earnings for tax pur- 
poses, and investigated other matters 
which will have a bearing on the plan 
for acquisition of the business. As 
legal counsel is r.°ponsible for pre- 
paring the plan of acquisition, the ac- 
countant will want to bring these mat- 
ters to counsel’s attention and assist 
in making computations of the effect 
of taxes on the client and the seller 
under the various plans which will be 
considered. There are two parties to 
any purchase agreement, and a plan 
which appears desirable to the pur- 
chaser may be so burdensome taxwise 
to the seller that it will increase the 
purchase price greatly, or the seller 
may be unwilling to dispose of his 
business at all. Counsel and the ac- 
countant should strive to develop a 
plan for the client within the price 
range he has set which will cause the 
minimum tax burden to the seller. 

A principal question to be decided 
between the parties is whether the 
acquisition should be a taxable or 
nontaxable transaction. This will, of 
course, depend to a large extent on 
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matters which have no relation to tax 
considerations, but the client and seller 
will want to know the tax effect under 
alternative plans. Basically, the seller 
(assuming that the business is incor- 
porated) can either dispose of the 
stock of the corporation or have the 
corporation sell the fixed assets, in- 
ventories and other assets required to 
operate the business; if the latter, the 
seller may elect to liquidate the cor- 
poration or continue to operate it as 
a holding company or in another line 
of business. The purchaser, on the 
other hand, can acquire the brsiness 
with cash, debt obligations, nonvoting 
stock, or voting stock, or with any 
combination of the four. The tax prob- 
lem becomes particularly acute when 
the agreed-upon price is considerably 
more or less than the cost basis to 
the selling corporation of its net as- 
sets or to the individual seller of the 
stock of the corporation. 

As this article deals primarily with 
the accumulation of and reporting on 
accounting data required to be con- 
sidered in connection with the acqui- 
sition of a business and not with the 
evaluation of alternative plans of ac- 
quisition, it will suffice to comment 
upon only a few plans. 

If the purchaser wishes to acquire 
assets rather than stock of the sell- 
ing company, the question of whether 
the purchase price is greater or less 
than the tax basis of the assets to 
the selling company becomes im- 
portant. If the purchase price of the 
assets is greater than the tax basis 
and the premium represents principally 
the excess of the fair market value of 
the fixed assets over the tax basis of 
such assets, the purchaser will desire 
to make the transaction a taxable one 
whereby the purchase price will rep- 
resent cost of the assets. This can be 
accomplished by making sure that the 
purchase price is paid in either cash, 
debt obligation or nonvoting stock of 


the purchaser. If voting stock is used, 
the proportion must be such that it 
cannot be said that substantially all 
of the assets of the selling company 
were acquired for the voting stock, or 
the transaction may be deemed non- 
taxable. 

If the basis of the assets in the 
hands of the selling company repre- 
sents an amount greater than the pur- 
chase price, the purchaser will prob- 
ably want to enter into a nontaxable 
exchange whereby the seller’s basis is 
transferred to the purchaser. Conse- 
quently, the transaction must be one 
which qualifies as a taxfree reorgani- 
zation. The issuance of voting stock 
for substantially all of the assets of 
the seller would be one type of pur- 
chase that would generally fulfili the 
necessary conditions. If the discount 
is deemed to be applicable principally 
to the purchase of inventories at a 
bargain price, the purchaser may wish 
to consider entering into a taxable 
transaction and subsequently elect to 
adopt the last-in, first-out method of 
inventory valuation for the inventories. 

The problems of the selling com- 
pany, where assets rather than stock 
are to be sold, are equally complex. 
If the selling company is going to 
realize a substantial profit on the sale 
of the assets in a taxable transaction, 
care should be taken to make sure 
that a plan of liquidation is in effect 
at the time of the sale and that liqui- 
dation is completed within a period 
of one year from the date of the 
adoption of the plan of liquidation. 
Under current tax law this will elimi- 
nate a double tax on the profit from 
the sale (one tax to the selling com- 
pany on the sale of the assets and a 
second tax to the shareholders when 
the proceeds from sale are distri- 
buted). 

If, on the other hand, the assets 
are to be sold in a taxable transaction 
at substantially less than their tax 
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basis, resulting in a loss which cancels 
the tax liability on operating earnings, 
either for the current or previous tax- 
able periods, the shareholders of the 
selling company will probably wish 
the company to remain in existence for 
at least a year so as to avoid the 
possible nonrecognition of loss on the 
sale. 

If the sale involves a nontaxable 
sale of assets, the shareholders of the 
selling company should consider de- 
veloping a plan of liquidation involv- 
ing a distribution of the stock of the 
purchaser to themselves in exchange 
for their stock in the selling company. 
In this way, a tax to the shareholders 
of the selling company can be elimi- 
nated and any gain on the exchange 
postponed until they dispose of the 
stock of the purchasing corporation. 

If the purchase is of stock of the 
selling company, rather than of assets, 
the purchaser’s plan of action will 
again be dictated by the question of 
whether or not a premium is being paid 
in excess of the selling company’s net 
worth for tax purposes. If a premium 
is being paid for the fixed assets, the 
purchaser will probably desire to make 
it a taxable transaction. This can be 
accomplished by having a substantial 
part of the purchase price paid in either 
cash, debt obligations or nonvoting 


stock. After the acquisition the ac- 
quired subsidiary should be liquidated 
within a two-year period. This will 
assure that the tax basis of the net 
assets is equal to the total purchase 
price of the stock. 

If, on the other hand, it is the desire 
of the purchaser to retain the selling 
company’s tax basis of the assets, the 
stock should be acquired in a tax-free 
acquisition. This can generally be ac- 
complished by the exchange of voting 
stock of the purchaser for the stock 
of the selling company. In this type 
of transaction only voting stock can be 
used to satisfy the purchase price 
unless the acquisition takes the form 
of a statutory merger or consolidation, 
in which case other kinds of stock and 
securities may be used. 

From the seller’s viewpoint, the sale 
of stock presents far fewer complica- 
tions than the sale of assets. If a gain 
results and the transaction is taxable, 
the seller should assure himself that 
enough cash is received to cover the 
capital gains tax unless there are suf- 
ficient debt obligations received to en- 
able the sellers to elect to report the 
profit on an installment sales basis. If 
the transaction is nontaxable, the ac- 
quired stock takes the same tax basis 
as the stock disposed of and any tax is 
postponed until the new stock is sold. 


A COMMON LANGUAGE 
. . . when we prepare accounting reports we are preparing 
something basic—something that is predicated on well-founded 
accounting principles—and not a report prepared for the pur- 


pose of accomplishing an objective. . 


. . it is impossible for us 


as accountants to prepare financial reports which are 100 per- 
cent meaningful and useful to all groups without further in- 
terpretation and analysis. What we are supplying are the 
basic ingredients and each group or individual reading the 
financial statement must apply his own interpretative thinking 
to this basic information. The common language we have 
developed is dependent upon the consistency with which we 


apply our basic concepts. 


HarLaN H. Hosen, “Recent Trends in Corporate 
Accounting Reports,” Proceedings of the Sixth Annual 
Institute on Accounting (University of Colorado), April 1959 
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New York State Tax Forum 


Guest Editor—PETER ELDER, CPA 


DECLARATIONS OF ESTIMATED 
TAX—DECEDENTS 


What is the tax liability of a surviv- 
ing spouse where a joint declaration of 
estimated tax had been filed by such 
survivor and the decedent spouse? In 
a recent ruling issued by the State Tax 
Commission, under date of September 
21, 1959, it is very clearly stated that 
if a joint declaration was filed, and 
subsequent installments are due on the 
declaration, liability attaches to the 
surviving spouse for the remaining in- 
stallments. However, it is possible to 
relieve the surviving spouse of the lia- 
bility for the remaining installments 
by filing an amended declaration 
setting forth a separate estimated tax. 
If a separate declaration is filed, no 
further payments are required to be 
made on behalf of the decedent. It 
follows that this rule also applies to 
decedents who filed a separate declara- 
tion. Furthermore, any payments made 
with the joint declaration may be 
apportioned between the surviving 
spouse and the decedent as agreed 
upon between the surviving spouse and 
the legal representative of the decedent. 


UNINCORPORATED BUSINESS TAX— 
OPERATION OF APARTMENT HOTEL 


The State Tax Commission recently 
litigated, in Rubin v. Tax Commission, 


PETER ELDER, CPA, is chairman of our 
Society’s Committee on New York State 
Taxation. Mr. Elder is a member of the 
firm of Peat, Marwick, Mitchell & Co. 


a situation where trustees, appointed 
by the court, operated an apartment 
hotel from the date of their appoint- 
ment until the property was sold. 
Appointment of the trustees was for 
the purpose of liquidating the property 
with due regard to the interest of cer- 
tificate holders. As part of the opera- 
tion of the hotel, the trustees furnished 
the usual services found in a _ hotel, 
e.g., central telephone switchboard 
operator, bell boy service, elevator 
service, daily maid service and linen 
service. In addition, ground floor space 
was rented to doctors, a restaurant was 
maintained, and the basement was 
rented to a valet and for the operation 
of a laundry. Approximately 95 per- 
cent of the apartments were rented on 
a lease or monthly basis. Apartments 
not so rented were occupied by 
transients. 

The trustees contended that Section 
386 of the Tax Law exempts from the 
unincorporated business tax, a fidu- 
ciary whose activities consist of the 
ownership and management of real 
property. The Tax Commission took 
the position that the trustees were 
doing more than just operating real 
estate because of the various activities, 
including the operation of the restaur- 
ant. The Court stated that since the 
situation presents a “borderline” case, 
it is necessary that consideration be 


Ep. Note: For an interim period, until 
a permanent departmental editor has been 
selected, this department will be conducted 
by guest contributors. 
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given to the intent and purpose of the 
law as it applies to the facts of this 
case. It was further stated that the 
application of a proper test is, “What 
is the dominant factor in the conduct 
of the realtor’s business?” The deci- 
sion indicates that the business opera- 
tion was incidental to the successful 
operation of the real estate as an 
apartment hotel. Therefore, exemption 
under Section 386 of the Tax Law, 
as amended, was held to be applicable 
and the determination of the State Tax 
Commission should be annulled. 

It should be noted that in the instant 
situation the operation of the restau- 
rant resulted in a loss, as did the tele- 
phone service. While this point should 
not in itself be a determining fact in 
deciding a dominant purpose in the 
conduct of an apartment hotel, it is 
interesting to speculate on how the 
Court would have decided if all of the 
incidental operations had resulted in a 
substantial profit. 


Does your client need 
‘Financing? 
Lowest Rates on accounts 
receivable. Non-Notification. 


For 33 years we have spe- 
cialized in liberal loans on ac- 
counts receivable. Simplest 


handling plans. Loans on 
machinery, too. 


Phone or write Mr. Dworsky 
FIDELITY FACTORS 


LOngacre 5-3908 


1440 Broapway, N. Y. | 


FRANCHISE TAX—TIMELY 
APPLICATION FOR REVISION 
OF ASSESSED TAX 

In the Matter of the Application of 
Meridale Dairies, Inc. v. State Tax 
Commission (Supreme Court, Appel- 
late Division, August 13, 1959), the 
Court held that a hearing must be 
granted to a corporate taxpayer not- 
withstanding the failure to file Form 
7CT, Application for Revision of 
Franchise Tax, within two years from 
the time petitioner’s accounts were 
audited and stated. 

The petitioner conceded that it had 
not filed Form 7CT within the time 
period required by the regulations. 
However, it had submitted to the State 
Tax Commission, within such time 
period, substantially all of the infor- 
mation required by such form. The 
Court referred to Article 610 of the 
regulations which states that “an appli- 
cation for revision must be made on 
the form prescribed by the State Tax 
Commission (Form 7CT) or by some 
written documents containing substan- 
tially all the information called for by 
such form.” The facts of the case 
indicate that numerous letters and 
documents were written to the State 
Tax Commission advising it of the 
petitioner’s position; also, that such 
position was further communicated at 
conferences during which specific 
problems were considered. Therefore, 
notwithstanding the assertion by the 
respondents that at no time were they 
given unequivocal written notice that 
revision was sought (since Form 7CT 
evidently was never filed), the Court 
found that the writing and documents 
filed by the petitioner within the two- 
year period contained substantially all 
of the information called for by Form 
7CT and constituted substantial com- 
pliance with the statute and the regu- 
lations. Thus, the application was 
granted. 

While the above procedure was 
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When your client 
needs financing in 
excess of his bank 
credit ... 


TALCOTT 


We'll help you to help your 
client by providing special- 
ized finance service to accu- 
rately fit every need. Write or 
phone for full details about 
how we can be of service. 


Talcott’s Special Financing... 


© Accounts Receivable (Non-Notification) 

@ Inventories @ Machinery & Equipment 

@ Installment & Lease Sales e@ Factor- 
ing (Notification & Non-Notification) 


Talcott, Inc. 


FOUNDED 1854 


221 FOURTH AVENUE, NEW YORK 3, N. Y. 
ORegon 7-3000 
CHICAGO * DETROIT + BOSTON 


allowed in this case, it should be noted 
that Article 610 nevertheless requires 
the timely filing of Form 7CT. In this 
connection, the Court in Meridale 
stated, in referring to the failure of the 
petitioner to file the required form, 
“in many respects its procrastination 
is incomprehensible and inexcusable.” 

With respect to personal income tax, 
Section 374 of the Tax Law provides 
that an application for revision if filed 
“in a form prescribed by the Tax 
Commission” will be acted on by the 
Commission. Article 572 (b) pro- 
vides that an application for revision 
must be filed on the form prescribed 
by the Commission (Form IT-113). 
Unlike the regulation concerning the 
franchise tax, there is no provision for 
original filing by means of written 
documents containing substantially all 
of the information called for by the 
form. Thus, if the Meridale case had 
involved the personal income tax, it 
would appear that the results would 
not have been favorable to the peti- 
tioner. However, the Court might have 
examined Forms 7CT and IT-113 and 
the applicable regulations and con- 
cluded that since almost exactly the 
same information is required, the same 
rule should apply, even though there is 
no provision in the personal income tax 
regulations for the court to rely upon. 

Since it is apparent that an indi- 
vidual taxpayer would be seriously 
risking his right to revision of tax 
if he relies on the Meridale case, there 
appears to be no reason why Form 
IT-113 should not be timely filed. 
Furthermore, reliance on the Meridale 
case by a corporate taxpayer might be 
to its detriment since it would appear 
to be a question of fact in each case as 
to whether substantially all of the 
information is made available to the 
State Tax Commission. As a matter 
of practical and prudent practice, 
Form 7CT should be filed within the 
time period prescribed by law. 
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Accounting at the SEC 


Conducted by Louis H. RAPPAPORT, CPA 


SEC AMENDS MINIMUM AUDIT REQUIREMENTS 
APPLICABLE TO STATEMENTS OF BROKERS AND DEALERS 


With two exceptions, the SEC does 
not prescribe the procedures to be fol- 
lowed by accountants in their examina- 
tions for purposes of certifying finan- 
cial statements to be filed with the 
Commission. The first exception re- 
lates to reports of financial condition 
filed by certain members of national 
securities exchanges, brokers, and 
dealers in securities. This report is 
designated Form X-17A-5 and recites 
in some detail the minimum audit re- 
quirements applicable to the independ- 
ent public accountant’s examination. 
The second exception relates to invest- 
ment companies registered with the 
SEC under the Investment Company 
Act of 1940, and is not pertinent to 
the present discussion. 

An examination made for the pur- 
pose of certifying financial statements 
in Form X-17A-5 must be of sufficient 
scope to substantiate the stated assets 
and liabilities, and the scope and com- 
prehensiveness of the audit must be 
such as will enable the independent 
public accountant to express an opin- 
ion regarding the financial condition 


LOUIS H. RAPPAPORT, CPA, a partner 
in the firm of Lybrand, Ross Bros. & Mont- 
gomery, CPAs, is the author of SEC AC- 
COUNTING PRACTICE AND PROCED- 
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of the broker or dealer, as the case 
may be. The audit requirements in- 
clude obtaining written confirmations 
with respect to the following: 

1. Bank balances. 

2. Open contractual positions and 
deposits of funds with clearing cor- 
porations. 

3. Money borrowed and detail of 
collateral. 

4. Accounts, commodities, securi- 
ties and commitments carried by 
others. 

5. Details of: 

(a) Securities borrowed. 
(b) Securities loaned. 
(c) Securities failed to deliver. 
(d) Securities failed to receive. 
(e) When issued contracts. 
(f) Delayed delivery and similar 
open contracts. 
(g) Open commodity contracts 
with others. 

6. Customers’, partners’, officers’, 
directors’ and respondents’ accounts. 

7. Guarantees in cases where re- 
quired to protect accounts carried as 
of audit date. 

8. All other accounts which in the 
opinion of the independent public 
accountant should be confirmed. 

In a note to the audit requirements 
dealing with confirmations, the SEC 
stated that compliance with these re- 
quirements shall be deemed to have 
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been made if requests for confirmation 
have been mailed by the independent 
public accountant in an envelope bear- 
ing his own return address and second 
requests are similarly mailed to those 
not replying to the first requests. The 
requirements for confirmation of cus- 
tomers’ accounts have been amended 
recently insofar as they relate to the 
audits of member firms of national 
securities exchanges who originate 
Monthly Investment Plan accounts 
(MIP). Under specified conditions, it 
is now possible to omit written con- 
firmation of the MIP accounts of the 
originating member firm when in the 
accountant’s judgment such procedure 
is not necessary. The amendment does 
not relieve the certifying accountant 
of the responsibility for requesting 
written confirmation of any other 
accounts of MIP customers, or for a 
satisfactory verification of the MIP 
accounts of the originating broker, or 
for the review of the safeguards of 


such accounts, or for the responsi- 
bility for performing such other audit- 
ing procedures as are ordinarily per- 
formed in the audit of the customers’ 
accounts of a broker-dealer. 

The New York Stock Exchange in 
its minimum audit requirements speci- 
fies that each odd-lot firm, which acts 
as custodian of securities owned by 
MIP customers, have an audit on a 
surprise basis by an independent pub- 
lic accountant at least once in each 
calendar year. Audits of the originat- 
ing member firms must also be made 
on a surprise basis each calendar year. 
The Committee on Audits of Securi- 
ties Brokers and Dealers of the Ameri- 
can Institute of CPAs feels, and the 
Exchange agrees, that the duplication 
of the confirmation procedures has 
entailed an audit expense which does 
not appear to be justified and that 
duplicate confirmation is confusing to 
the customers. Because of this con- 
fusion and in view of the internal con- 
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trol inherent in MIP accounting, the 
committee recommended that under 
certain conditions the independent 
public accountants concerned with the 
audits of the respective originating 
member firms (commission houses) be 
relieved of the procedure for request- 
ing written confirmation of MIP 
accounts to the extent that, in their 
judgment, such procedure is not neces- 
sary. The conditions specified by the 
committee are: 


“1, The independent public ac- 
countants who have been retained as 
auditors for the odd-lot houses will 
select the same audit date for a sur- 
prise examination of the respective 
odd-lot houses. (We understand this 
is now being done.) This will ensure 
that those customers having MIP 
accounts with both odd-lot houses will 
receive requests for confirmations of 
their accounts as of the same date. 


“2. The odd-lot houses, at the time 
of the examination by independent 
public accountants, will prepare list- 
ings for each commission house of 
the MIP accounts that they are main- 
taining for the commission firms. This 
will enable the commission houses and 
the odd-lot houses to establish a pro- 
cedure whereby not only will confirma- 
tions of the customers’ accounts be 
requested as of one audit date but, 
as of the same audit date, confirma- 
tions will be requested from the com- 
mission houses as to the positions 
maintained by the custodians. 


“3. The independent public ac- 
countants who have been retained as 
auditors for the commission houses 
will satisfy themselves that the listings 
prepared by the odd-lot houses, of 
funds and securities held for MIP 
customers at the time of the examina- 
tion of the odd-lot houses by inde- 
pendent public accountants, have been 


reconciled with the records of the 
commission houses.” 

The text of the SEC’s amended re- 
quirements relating to the obtaining of 
written confirmation (issued as Ac- 
counting Series Release No. 83) is 
as follows: 

“Compliance with requirements for 
obtaining written confirmation with 
respect to the above accounts shall be 
deemed to have been made if requests 
for confirmation have been mailed by 
the independent public accountant in 
an envelope bearing his own return 
address and second requests are simi- 
larly mailed to those not replying to 
the first requests, together with such 
auditing procedures as may be neces- 
sary; provided, however, that with re- 
spect to periodic investment plans 
sponsored by member firms of a 
national securities exchange, whose 
members are exempted from Rule 
15c3-1 by paragraph (b)(2) thereof, 
the independent public accountant 
examining the financial statements of 
the originating member firm may omit 
direct written confirmation of such 
plan accounts with customers when, 
in his judgment, such procedures are 
not necessary, if (1) the originating 
member firm does not receive or hold 
securities belonging to such plan 
accounts and does not receive or hold 
funds for such accounts, except the 
initial payment which is promptly 
transmitted to the custodian; (2) the 
custodian is a member firm of such 
national securities exchange and files 
certified reports complying with Rule 
17a-5 in connection with which the 
customers’ accounts are confirmed by 
an independent public accountant; and 
(3) funds and securities held by the 
custodian for each customer’s account 
are reconciled with the records of the 
originating member firm as of the date 
of the most recent audit of the 
custodian.” 


ACCOUNTING AT THE SEC @ 897 


Nnsi- 
eci- 
by 
nh a 
ach a 
ade 
uri- 
the 
ion 
hat 
to 
on- 4 
on- 
4 
4 
| 
+f 


Administration of 


A CPA Practice 


Conducted by Max BLocKk, CPA 


STAFF INDISCRETION CAUSES 
LOSS OF INDEPENDENCE 


A recent “stop-order” decision is- 
sued by the SEC (Release 33-4153) 
in the matter of Sports Arenas (Dela- 
ware) Inc. reveals, amongst other 
deficiencies, a situation that could 
threaten the independence of any ac- 
countant certifying to the financial 
statements of a registrant. The deci- 
sion indicates that the senior on the 
audit purchased stock of the registrant. 
This action, the SEC held, “rendered 
false the statement that the firm was 
independent.” 

Such purchases by staff members 
may sometimes be made without the 
knowledge or approval of the firm. 
Nonetheless, the SEC can and does 
challenge an accountant’s indepen- 
dence if there is the slightest blemish. 
It follows that staff members should 
be cautioned about avoiding the pur- 
chase of a client’s securities at any 
time and, particularly, at the time 
when an initial registration audit is 
about to be made or is under way. 


MAX BLOCK, CPA (N. Y., Pa.), is a 
former chairman of the Committee on Ad- 
ministration of Accountant’s Practice of the 
New York State Society of Certified Public 
Accountants. He is a lecturer at the Baruch 
School of Business and Public Administra- 
tion of The City College of New York in 
the graduate course on Accounting Practice. 
Mr. Block is a member of the firm of 
Anchin, Block & Anchin. 


Purchases thereafter can present haz- 
ards also with respect to independence 
for annual filings. 

Though the SEC has evinced some 
willingness to consider independence 
more judiciously where very small in- 
terests are involved, this position has 
not yet been clearly established and 
defined. Therefore, caution is the best 
policy. 

It is not clear from data available 
when the purchase of stock was made 
in the instant case. Such temptations 
to staff are understandable and it is 
even possible that the client may have 
encouraged the purchase. Neverthe- 
less, it should be definitely understood 
by all staff men that they are not to 
purchase the stock of any client com- 
pany, at least not without prior dis- 
cussion with their employer. 


MACHINE-PREPARED 
FINANCIAL STATEMENTS 

Several data processing service bu- 
reaus are advertising a service whereby 
accountants’ statements can be ma- 
chine prepared at a reasonable cost. 
Moreover, statistical schedules, per- 
centage and unit statistics, compara- 
tive data and changes, and any other 
array of figures can be machine calcu- 
lated and put into exhibit and schedule 
form, all by machine. This type of 
work, it is claimed, can be done much 
more rapidly and economically by elec- 
tronic equipment than that contained 
in an accountant’s office. Finally, the 
claim is made that the statements and 
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supporting schedules will be prepared 
in a most attractive, professional form. 

One practitioner reports that many 
of his reports are so prepared and he 
is extremely pleased. The experiences 
of other accountants are solicited for 
the purpose of publishing them in this 
department. 

The question of confidence natur- 
ally arises in turning over financial 
statement data to an outside agency 
for preparation. Is this a barrier which 
cannot be hurdled? Not so, if the client 
is informed and his consent obtained. 
Some hazard is existent but so small, 
as a practical matter, as not to be a 
barrier. A well managed, highly re- 
garded service bureau processes many 
kinds of confidential data. Usually the 
material is processed so rapidly that 
even a curious person would have 
little time for any extensive perusal of 
financial statements. 


AVOIDING DELAYS IN EXAMINATIONS 
OF MINUTE AND STOCK BOOKS 


It is a common occurrence to find, 
in making an annual or yearend audit 
of a corporation, that minutes of direc- 
tors’ and stockholders’ meetings in the 
audit year have not been written up, or 
that the book is in the possession of 
the attorney. Similarly, it happens 
rather frequently that the stock book 
and ledger may also be with the com- 
pany’s attorney. This circumstance 
may cause a delay in the completion 
of the audit, and annoyance to client 
and attorney in rushing the completion 
of records. 

Such occurrences may be forestalled 
by either of several procedures. One 
method is an oral notice to the client, 
at the outset of an audit, or, even 
better, before the start of the audit, 
that the complete minute and stock 
books will be required for examination 
at the client’s office. If, for any reason, 


© Dependents of members insured for Hospital and Surgical benefits 
may also be included for the Major Medical Expense feature. 


on request from 


Major Medical 
EXPENSE INSURANCE 


e Now available at favorable rates to eligible members of the New York 
State Society of Certified Public Accountants. 


e Brochures describing the many outstanding features of the N. Y. 
Society’s official Group Accident & Sickness Insurance Plan available 


| HERBERT L. JAMISON & C0. 


Brokers for Society’s Group Insurance Plan 


270 MADISON AVENUE, NEW YORK 16 ° 


MUrray Hirt 9-1104 
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the accountant prefers to make such 
examination at the attorney’s office, 
the attorney should be so advised. An- 
other method is a form letter to be sent 
to all corporate clients, to the same 
effect as the oral notice. Where inti- 
mate relations exist with a client’s at- 
torney, an oral or written communica- 
tion may be made directly to him. 
Whichever approach is used, the point 
is that the activity should be on an 
organized, timetable basis. 


PERSONAL INTEREST IN STAFF 


Staff members are made of human 
stuff and therefore crave some evi- 
dence, at reasonably frequent intervals, 
that their employers are aware of their 
existence. They would enjoy the warm 
feeling that is generated by the realiza- 
tion that an employer is interested in 
their growth and development in the 
organization. Many would like to know 
that they could look to a principal even 
for guidance and advice on personal 
problems. Manifestations of friendly 
interest are facets of love and sympa- 
thy that are so important to normal 
human beings. 

Many employers are aware of the 
importance of such relationships with 
staff members. Some make organized 
efforts to maintain a satisfactory liai- 
son. Others do the same on an un- 
organized and sporadic basis. Still 
others, however well intentioned, are 
apparently just too busy for personal 
attention to staff members except on 
routine business matters. In small 
firms, partners and staff may work 
side by side and a close relationship 
develops almost automatically. Where 
staffs are large, such opportunities do 
not arise as often. 

For both large and small firms the 
following personnel policy will induce 
better morale and firm loyalty, and is 
therefore socially and economically de- 
sirable: 
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1. Progress discussions should be 
held with every staff member by a 
partner or other authorized, respected 
administration executive, twice a year 
but never less than once a year. Prog- 
ress can be discussed effectively only 
if a partner is properly informed. In- 
adequate or erroneous concepts may 
harm the firm or the employee. Be- 
coming informed, where personal con- 
tact is nonexistent or limited, requires 
an organized program for obtaining 
information. A common method is the 
personnel report that is prepared on 
every staff member by persons compe- 
tent to do so. Some firms get a staff 
report after every engagement. Others 
get a personnel rating report once or 
twice a year. These reports are a 
minimum t1eauirement in personnel 
work. 

2. Recognition should be made of 
events—happy and tragic—by cards, 
gifts, and personal visits. This applies 
to such events as birthdays, anniver- 
saries, births, deaths, illness, and the 
passing of the CPA examination. What 
a powerful emotional surge is created 
when a principal pays a visit to a sick 
staff member er pays a condolence 
call. Money will not always buy the 
grateful reaction from such a display 
of friendship and interest. 

3. Make it known to staff members 
that a partner can be “approached,” 
that he will be glad to discuss even a 
personal problem with an employee. 
Where a partner has the responsibility 
of handling personnel, he should have 
enough time for it, otherwise he may 
do more harm than good. 

Some firms encourage occasional 
group social activities of employees, 
paying for part or all of the expense. 
In such cases it is usual for partners 
to participate. Where a staff is large 
enough, sport activities, such as bowl- 
ing and softball teams, are encouraged. 
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Payroll Tax Notes 


Conducted by SAMUEL S. REss 


SOME EFFECTS OF 
INDUSTRIAL CONTROVERSIES 
ON UNEMPLOYMENT INSURANCE 


Under Section 592.1 of the Unem- 
ployment Insurance Law, if an em- 
ployee loses his employment because 
of a strike, lockout or other industrial 
controversy in the establishment in 
which he was employed, the accumula- 
tion of his benefit rights is to be sus- 
pended for a period of seven consecu- 
tive full weeks beginning with the day 
after such loss of employment. Such 
disqualification applies even if he has 
intervening employment before he files 
a claim. If the strike, lockout or other 
industrial controversy terminates be- 
fore the expiration of the seven-week 
suspension period, benefit rights may 
be accumulated beginning with the day 
after the termination of the industrial 
dispute. No waiting period may be 
served during this suspension period. 

The following are the sole issues to 
be resolved under the New York law 
before the employer decides whether 
there should be a demand that the ac- 
cumulation of benefit rights be sus- 


SAMUEL S. RESS, an associate member of 
our Society since 1936, is a member of the 
New York and Massachusetts Bar. He is 
engaged in public practice in his own office 
in New York City specializing in payroll 
taxation and labor-management matters. Dr. 
Ress was formerly a member of the Society’s 
Committee on New York State Taxation 
and chairman of its Subcommittee on Un- 
employment Insurance. 


pended so as to prevent benefit charges 
which wouid adversely affect the un- 
employment insurance tax rate: 

1. Was there an industrial dispute? 

2. Did the industrial controversy 
exist in the establishment? 

3. Was the loss of employment due 
to the industrial controversy? 

4. When did the industrial contro- 
versy begin and on what date did it 
end? 

The question of a claimant’s partici- 
pation in the industrial controversy is 
not an issue under the New York law. 
If a claimant was laid off for lack of 
work due to a strike in the establish- 
ment, regardless of his participation or 
involvement, he is subject to the seven- 
week suspension period (Matter of 
Lasher, 279 App. Div. 585). 


Where there is intermittent employ- 
ment of maintenance workers to main- 
tain premises or essential services dur- 
ing the strike, the disqualification 
period commences on the day follow- 
ing loss of employment for the first 
time. The disqualification period is not 
interrupted by subsequent periods of 
work during the seven-week period. 
Where employment of office workers 
continues in the establishment after the 
commencement of the strike and prior 
to the termination of the industrial con- 
troversy, the disqualification period for 
the office worker begins the day after 
separation and continues during 4 
period of seven consecutive weeks or 
until the strike terminates (Matter of 
Sadowski, 257 App. Div. 529). 
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The complexity of the issues in de- 
termining unemployment insurance 
questions involving industrial contro- 
versies is explored at length in an 18- 
page decision of the Unemployment 
Insurance Appeal Board in Case Nos. 
69, 128-59, et al. dated October 2, 
1959. 

The Appeal Board stated that the 
establishment “is to be viewed from 
the standpoint of employment rather 
than that of management. . . . the ‘es- 
tablishment’ in which the pilots were 
employed was not the aircraft aboard 
which they performed their duties for 
the employer, but the respective air- 
port installations to which they re- 
ported to commence work.” The 
Board then concluded that the pilots 
assigned to Idlewild and LaGuardia 
airports correctly sustained the suspen- 
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sion of benefit rights for the statutory 
period on the ground that they lost 
their employment as a direct result of 
an industrial controversy in the estab- 
lishments in which they were employed 
even though they did not participate in 
the strike. With respect to the em- 
ployees at the Syracuse and Albany 
airports, the Board held that no sus- 
pension should have been imposed be- 
cause no flight engineers, flight at- 
tendants or striking employees were 
employed there and either there was 
no picketing or the picketing did not 
start at said locations until two weeks 
after the personnel were laid off. Those 
employees lost their employment be- 
cause of a strike in an establishment 
other than their own, namely, in New 
York City and at Miami, despite the 
fact that all of the employees at these 
various establishments had the same 
employer. 


COVERAGE EXTENDED COMMENCING 
JANUARY 1, 1960 


Section 560 of the Unemployment 
Insurance Law provides that any em- 
ployer shall become liable for contri- 
butions if he employs in all of his 
several places of employment in the 
state the requisite number of em- 
ployees, except that persons em- 
ployed in personal or domestic service 
in private homes shall be considered 
separately and that an employer shall 
become liable for contributions with re- 
spect to them only if he employs in 
such service four or more persons on 
any one day. However, effective Janu- 
ary 1, 1960, coverage will commence 
with the quarter following the quarter 
in which remuneration of $300 or 
more is paid, regardless of the num- 
ber of employees who receive the re- 
muneration. Consequently employers 
paying $300 or more in remuneration 
during the fourth quarter of 1959 be- 
come subject to the law on January 
1, 1960. 
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Federal Taxation 


Decisions and Rulings—RICHARD S. HELSTEIN, CPA 


Commentary 


—Committee on Federal Taxation 


Chairman, HERBERT M. MANDELL, CPA 


DECISIONS AND RULINGS 


TAX ACCOUNTING 


A recent decision of the Tax Court 
may well cause alarm because of its 
radical departure from accepted prin- 
ciples of accounting. The taxpayers 
were members of an accrual-basis part- 
nership which conducted five dance 
studios under franchises from Arthur 
Murray, Inc. Contracts with the stu- 
dents required payment of a specified 
tuition for a designated number of 
dance lessons. The student would make 
a down payment and pay the balance 
in installments, sometimes giving a 
note. The contract provided that it 
was non-cancellable and that no re- 
funds would be made; but, as a matter 
of fact, during the three taxable years 
involved (1952 to 1954) cancellations 
were from 15 to 19 percent of sales. 
The partnership returned as gross in- 
come the pro rata amount of the con- 
tract price based on the number of 
lessons taught during the year. The 
Tax Court upheld the Commissioner’s 
determination that the partnership was 
required to accrue as income the entire 
contract price in the year in which the 
contract was entered into (whether or 
not notes were received), since the 
partnership had a right to receive a 
fixed and determinable amount. (Mark 


E. Schlude et al, 32 TC —— No. 
124.) 

There were three dissents to the 
above opinion on the grounds that the 
unpaid portion of the student contracts 
was executory and, further, that the 
“claim of right” doctrine cannot apply 
since the partnership received neither 
cash nor notes, and the entire contract 
price was not payable in the current 
year. 

The position of the majority of the 
Court, in this case, has carried the 
“claim of right” doctrine to an extreme 
which may well cause Congress to 
legislate its death knell. Merely be- 
cause the contracts entered into spelled 
out the amount to be paid over a pe- 
riod of time, does not warrant treating 
the contracts as assets which are the 
equivalent of cash which can be used 
in the operations of the taxpayer’s busi- 
ness. The government is not exacting 
its tax at the point when the taxpayer 
has the wherewithal to pay the tax. Ac- 
tually, the result of this decision is not 
only to exact a tax upon income before 
it is earned, but to tax the income 
before it is even received or accrued. 

Obviously such application could 
result in chaos. If a taxpayer had a 
loss for the taxable year which would 
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be turned into taxable profit by treat- 
ing as income the unpaid installments 
on such contracts, the tax would have 
to be paid out of capital. If an ac- 
countant or attorney, reporting on the 
accrual basis, were to contract to rep- 
resent a client for a number of years 
for an annual retainer to be paid at 
the end of each year, the total of the 
fees under the contract could be tax- 
able in the year the contract were 
signed, if this doctrine of the Schlude 
case were to be applied. 

Perhaps, however, in the long run, 
the decision will be beneficial, in that 
it will inspire Congress to reenact Sec- 
tions 452 and 462 of the 1954 IRC 
and once more base taxation on sound 
principles of accounting. 


CARRYOVER OF EXCESS CONTRI- 
BUTIONS TO PROFIT-SHARING TRUST 
AFTER TERMINATION THEREOF 


In both the 1939 and 1954 Codes 
there is provision for the deduction in 
succeeding years of that portion of 
contributions to a qualified profit-shar- 
ing trust which was not deductible in 
the year paid because of limitations on 
the amount deductible. However, in 
the regulations under both laws, the 
Commissioner added the requirement 
that the year to which the excess was 
to be carried “must end with or within 
a taxable year of the trust...” The 
effect of these regulations is to deny 
the carryover of excess contributions 
to a year after the trust has been termi- 
nated (See Revenue Ruling 54-270). 

In Royers Inc. v. U.S., 265 F.2d 
615, (CA-3, 1959), the taxpayer chal- 
lenged the validity of Regulations 111 
Section 29.23(p)-10 (Regs. Sec. 1.404 


RICHARD S. HELSTEIN, CPA, has been 
a member of our Society since 1940. He 
is chairman of the Committee on Publica- 
tions and was formerly a member of the 
Committee on Federal Taxation. Mr. Hel- 
stein is associated with J. K. Lasser & Co. 


(a)-9 under the 1954 Code is simi- 
lar) on the grounds that the provi- 
sion was not an interpretation of the 
statute but, rather, an added and un- 
authorized qualification. It pointed 
out that in the Revenue Act of 1942, 
Section 23(p) was amended by de- 
leting this requirement. The Court 
of Appeals agreed with the taxpayer, 
stating that the Government’s error 
may have arisen because in compiling 
the U. S. Code, 1946 edition and the 
U.S. C. A., the editors erroneously in- 
cluded the excised paragraph. 

The Commissioner, in TIR-181 
(10/16/59), has stated that he will 
follow the Royers decision in cases 
arising under both the 1939 and 1954 
Codes and will reconsider the regu- 
lations and Revenue Ruling 54-270. 


CASUALTY LOSSES 


In the March 1957 issue of the 
NYCPA, we pointed out that the long- 
established distinction by the Commis- 
sioner between casualty losses of busi- 
ness and non-business property, which 
was set forth in his proposed regula- 
tions, Section 1.165-3(c), had been 
attacked by the Court of Appeals in 
Alcoma Association, Inc. v. U. S., 
239 F.2d 365, (CA-5, 1956). 

This distinction often operated to the 
detriment of the taxpayer that suffered 
the loss on business property, because 
the deductible loss thereon is the pro- 
portion of the adjusted basis which 
the value of the destroyed property 
bears to the value of the total property. 
For example, where property had a 
basis of $20,000 and market value be- 
fore and after the casualty of $30,000 
and $18,000 respectively, the owner 
of non-business property would be al- 
lowed a loss of $12,000, while the 
owner of business property would be 
allowed only 2/5 of the basis, or 
$8,000. 

The proposed regulations for Sec- 
tion 165 have been withdrawn and 
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completely rewritten. The new pro- 
posed regulations, which were pub- 
lished in the Federal Register on Oc- 
tober 8, 1959, now state in Section 
1.165-7(a) (1) that all casualty losses, 
whether or not of business property, 
are to be treated the same. The 
amount now deductible in all cases of 
casualty loss is the loss of value 
(limited, of course, to the basis of the 
property ). 

These new provisions are applicable 
to any taxable year beginning after the 
regulations are adopted. However, the 
taxpayer gets a real break in the fur- 
ther provision that where for prior 
years the taxpayer has used the old 
method, it will not be disturbed; but 
where a taxpayer prefers to apply the 
new rules, a claim for refund may be 
filed if the statute has not yet expired. 

There have been several other 
changes in the proposed regulations 
including a far more detailed discus- 
sion of the demolition of buildings, and 
the deletion of the provision for a 
deduction of “loss of useful value,” 
formerly Section 165-1(c). Presum- 
ably such deductions relative to de- 
preciable property would fall under 
that part of Section 167 having to do 
with obsolescence and abnormal re- 
tirements. 


CONSOLIDATED NET OPERATING 
LOSS CARRYOVERS 


A problem often confronted is the 
need to weigh the current importance 
of a case decided under the 1939 Code, 
particularly where some of the issues 
involved are solved by changes effec- 
tuated by the 1954 Code. This is par- 
ticularly true of one of the points liti- 
gated in a recent case. 

A subsidiary corporation, which was 
a member of an affiliated group, con- 
tributed to consolidated net operating 
losses on returns filed by the group for 
1948 and 1949. In 1949, all of the 
operating assets of the subsidiary were 


sold to interests outside of the group, 
and the corporation continued in in- 
active existence until it was dissolved 
in 1952. The group continued to file 
consolidated returns in 1950 and 1951, 
and in those years carried forward the 
unabsorbed net operating losses at- 
tributable to the subsidiary in 1948 
and 1949, 

The Commissioner attacked this on 
the grounds that (1) the carryover 
privilege was not available to the group 
since there was no continuity of the 
business enterprise which incurred the 
loss, and (2) the subsidiary was not a 
member of the group in 1950 and 1951 
because it was de facto dissolved in 
1949, 

Considering the second contention 
first, the Tax Court held that until the 
subsidiary was formally dissolved, it 
was includible in the group by virtue of 
the stock ownership and thus, under 
the consolidated return regulations, its 
loss was available to the group since, 
under the facts in this case (the reten- 
tion of a bank account and claims and 
accounts receivable), the subsidiary 
was not de facto dissolved. The Court 
points out that respondent did not take 
the position that the subsidiary was 
not required to file returns for 1950 
and 1951. 

The first argument, based upon the 
Libson Shops Inc. v. Koehler case 
(77 S. Ct. 990, 1957), was denied on 
the grounds that the reasoning in that 
case impliedly would allow the carry- 
over in a situation such as the instant 
case. The Court points out that here 
there is no tax avoidance scheme as 
the group did not acquire a deduction 
to which it would not have been en- 
titled if the subsidiary had not sold its 
operating assets. (Joseph Weidenhof, 
32 TC No. 120.) 

In Revenue Ruling 58-603, the 
Commissioner announced that the In- 
ternal Revenue Service would not rely 
on Libson Shops as to a merger oF 
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any other transaction described in Sec- 
tion 381(a), IRC 1954 (subject of 
course, to the limitations prescribed in 
other sections of the 1954 Code such 
as Sections 382(b) and 269). How- 
ever, this is not a Section 381(a) situa- 
tion. The subsidiary was not liqui- 
dated during the years in question and, 
conceivably, a new business could have 
activated it. 


TRAVEL ALLOWANCES 

In the February 1959 issue of the 
NYCPA we pointed out that a tax- 
payer who receives mileage and per 
diem allowances may have income 
therefrom even though the full allow- 
ance is expended because of the in- 
terpretation of “away from home.” 


Thus, despite the provisions of Rev- 
enue Ruling 58-453 that allowances 
within 125 percent of government al- 
lowances are regarded as an account- 
ing to the employer, income could 
result. 

This very situation exists in a recent 
case under the 1939 Code. There, be- 
cause the employment was not con- 
sidered by the Tax Court to be “tempo- 
rary,” a $7 daily allowance by an em- 
ployer to cover expenses of an em- 
ployee away from his home, was con- 
sidered to be income to the employee, 
and the expenditure of the allowance 
was treated as personal, non-deductible 
expense. (John J. Harvey, 32 TC No. 
135.) 


COMMENTARY 


NEW YORK TRUSTS NOW SUBJECT 
TO RULES OF COMPLEX TRUSTS 

Practitioners in New York State 
have in the past frequently noted with 
relief that the intricate provisions of 
Subchapter J of the Code relating to 
the income taxation of complex trusts 
had not normally concerned them. Ac- 
cumulation trusts for minors are spe- 
cifically exempted from the complex 
trust provisions of Subchapter J (Sec- 
tion 665(b)(1)). Until recently it was 
not possible to establish under New 
York State law an accumulation or 
discretionary trust for an adult. All 
of the income of such a trust had to 
be distributed currently to the income 
beneficiary, so that such a trust could 
only be classified as a simple trust for 
federal income tax purposes. 

All this was changed in legislation 
enacted in 1959 by the New York 
State Legislature. Effective as of Sep- 
tember 1, 1959, amendments to the 
Personal Property Law and Real Prop- 
erty Law permit the accumulation of 
income during the entire life of the 
trust regardless of the age of any bene- 


ficiary. 

New York CPAs must now refresh 
their understanding of the Code pro- 
visions pertaining to the income taxa- 
tion of complex trusts, including the 
problems incident to “accumulation 
distributions” and the 5-year throw- 
back rule. 

Ordinarily, beneficiaries of a trust 
do not report in any one year more 
than the trust’s distributable net in- 
come for that year. The 5-year throw- 
back rule was designed to prevent a 
shift of tax liability from the beneficiary 


‘to the trust through the device of dis- 


tributing in one year the trust’s income 
of several prior years. A complex trust 
is considered as having made an “‘ac- 
cumulation distribution” when the dis- 
tributions to beneficiaries exceed the 
distributable net income for that year. 
This “accumulation distribution” must 
be thrown back first to the immediately 
prior year and so on back through 5 
years to the extent of the undistributed 
net income of each such prior year. 
The beneficiary who receives an “ac- 
cumulation distribution” must include 
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in his gross income for the year in 
which the “accumulation distribution” 
is actually paid or credited, the amount 
deemed to have been distributed to him 
by the trust in any year to which the 
throw-back is made. However, the 
beneficiary gets a credit for any taxes 
previously paid by the trust on the in- 
come included in the “accumulation 
distribution.” 


UNREASONABLE INCOME 
ACCUMULATIONS BY 
CHARITABLE FOUNDATIONS 


Section 504(a)(1) provides that a 
charitable organization’s exemption 
shall be denied for the taxable year in 
which it accumulates an unreasonable 
amount out of income. This denial of 
exemption is particularly important in 
the case of personal foundations and 
is being used by the Internal Revenue 
Service more and more to attack the 
exemption of such foundations. In con- 
nection therewith, two questions arise: 

1. Is a contribution received by the 
charitable organization income for this 
purpose; and 

2. Should contributions paid by the 
charitable organization be treated first 


COMMITTEE ON FEDERAL TAXATION 
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as a distribution of principal or jn. 
come? 

The Commissioner issued a special 
ruling on November 21, 1952 which 
states that unless the factors in a case 
indicate otherwise, contributions te. 
ceived by a tax-exempt organization 
constitute contributed or donated capi- 
tal. Furthermore, distributions made 
by the organization for tax-exempt 
purposes are properly treated as first 
reducing current income before they 
are charged against contributions re- 
ceived during the taxable year or 
against contributed capital at the be- 
ginning of the year. 

Based on the above special ruling, 
contributions made by a charity should 
be treated as first having been paid out 
of the current year’s earnings. There- 
after, they should be considered as 
having been paid out of accumulated 
income of the past and, to the extent 
of any excess, out of donated or con- 
tributed capital. Any contributions re- 
ceived by the charity should be treated 
as donated or contributed capital, and 
not income. 

Regulations Section 1.504-1(c), in 
its definition of income and accumulat- 
ed income, is consistent with the above 
conclusion and the 1952 special ruling. 
The regulation also provides that, in 
determining the reasonableness of an 
income accumulation, there can be dis- 
regarded gains on the sale of donated 
assets to the extent of the appreciation 
thereon at the time they were contrib- 
uted to the organization, as well as 
gains upon the sale of property held 
for the production of investment in- 
come where the proceeds of the sale 
are promptly reinvested in other prop- 
erty held for the same purpose. 


It should be noted that if an or 
ganization’s exemption is denied solely 
because of an unreasonable income at- 
cumulation, charitable contribution de- 
ductions for gifts to such organization 
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will not be disallowed for the year 
during which the exemption is denied 
and prior years. 


PORTION OF COSTS OF ACQUIRING 
NEW MACHINERY MAY BE 
CURRENTLY DEDUCTIBLE 


Under a section of the regulations, 
when a taxpayer orders machinery 
which is being designed and built for 
his particular purposes, a portion of 
the purchase price which qualifies as 
research and development expenses 
may be written off immediately. Regu- 
lations Section 1.174-2(b)(3)  pro- 
vides only two requirements: 

1. The manufacturer must have in- 
curred expenditures which qualify as 
research and development expenses, 
and 

2. The expenditures are made upon 
the taxpayer’s order and at his risk. 

The expenditures referred to above 
are payments for research and experi- 
mentation and do not include the actual 
costs of material and labor involved 
in the construction of the machinery. 
The second requirement means in 
practice that the manufacturer cannot 
guarantee how the machine will per- 
form (e.g., units of production per 
hour). On the other hand, engineer- 
ing specifications, such as the type of 
steel which will be used in the fabri- 
cation of the machine, can be guar- 
anteed. 

It is established that research and 
development expenditures which the 
taxpayer contracts to have done by 
another person or organization qualify 
as though the experimentation were 
done directly by him. The provision 
of the regulations explained in the pre- 
ceding paragraph are clearly an ex- 
tension of this principle. 


AUTHORS AND EARNED INCOME 


The combination of high tax rates 
and the sudden accumulation of in- 


come in particular years have impelled 
some American authors to seek resi- 
dence out of the United States. The 
Code provides for the exclusion of all 
income earned abroad where the re- 
cipient is a bona fide resident of a 
foreign country, or, if the recipient is 
not a bona fide resident, for the exclu- 
sion of $20,000 where the taxpayer 
is present in a foreign country for at 
least 510 days during any period of 
18 consecutive months. 


The definition of “earned income” 
for an author is extremely technical, 
and care must be exercised in deter- 
mining whether an author’s income is 
such as will qualify for the exclusion. 


If an author sells, leases, or rents 
his intellectual product to a publisher, 
and the publisher agrees to copyright 
and publish the work and to compen- 
sate the author in the form of royal- 
ties, the income is not earned but rep- 
resents sums derived from the use or 
sale of property (E. Phillips Oppen- 
heim, 31 B T A 563 (1934)). 


However, an author may contract 
with a publisher to write articles or to 
write a book on a certain subject. The 
publisher is to copyright the work and 
pay the author a stipulated amount in 
cash or a certain amount in cash plus 
a percentage of the income derived. 
In this type of arrangement, there 
exists the relationship of employer and 
employee and the consideration paid 
the author is for his personal services. 
The book or article belongs to the 
publishers and the author has no tangi- 
ble or intangible rights in the pub- 
lished property (GCM 236, VI, 2 
CB 27, 1927). 

Revenue Ruling 55-636 summarized 
the foregoing rules. It stated that if 
an author contracts to write articles 
or a book for a publisher who copy- 
rights the material, the consideration 
received is for the author’s personal 
services and constitutes earned income. 
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Where, however, royalties are derived 
from the sale, leasing or renting of a 
book, they are not paid for personal 
services rendered but are paid for the 
use or sale of property and do not 
come within the meaning of the term 
“earned income.” 


**PURCHASES” UNDER 
SECTION 334(B) (2) 


In general, Section 334(b)(2) per- 
mits a corporation which has _pur- 
chased the stock of another corpora- 
tion to liquidate it within two years 
and allocate the cost of the stock to 
the assets received. In order to qualify, 
there must be a “‘purchase” as defined 
by Section 334(b) (3). One exclusion 
under this section is the acquisition of 
stock from a corporation which is 
owned 50 percent or more by the 
acquiring corporation. Another exclu- 
sion is the acquisition of stock in a 
tax-free exchange. 

If Corporation P acquires for cash 
100 percent of the stock of Corpora- 
tion S (for the purpose of acquiring its 
assets) and immediately thereafter 
merges with Corporation X, with X 
as the survivor, is X entitled to the 
application of Section 334(b)(2) 
when it liquidates S within a few 
months after the merger? 

On the face of it, Section 334(b) (2) 
would not be applicable. Corporation 
X has not acquired the stock by “pur- 
chase” since the Corporation S stock 
was acquired in a tax-free reorganiza- 
tion (Section 334(b)(3)(A)). How- 
ever, it appears that a denial of the 
rule of Section 334(b)(2) to the 
liquidation of S would be frustrating 
Congressional intent. It also appears 
that it is not necessary to disregard 
the plain language of the statute; it is 
merely necessary to integrate the in- 
dividual steps to hold that X, in sub- 
stance, “purchased” the stock of S in 
order to acquire S’s assets. 

Both the Senate and House Com- 


mittee Reports relating to the 1954 
Code specifically state that this sec- 
tion was intended to effectuate the 
principles of the Kimbell-Diamond 
Milling Co. case (187 F. (2d) 718). 
If X were denied the provisions of 
Section 334(b)(2), it would seem 
that the doctrine of Kimbell-Diamond 
Milling has not been effectuated as 
was the intention of the Congress. 
A very similar principle was in- 
volved in Orr Mills, 30 TC No. 15 
(1958), decided under the 1939 Code. 
The parent corporation purchased the 
stock of the Orr Cotton Mills and 
then organized a_ subsidiary (Or 
Mills) to which it transferred all of 
the purchased stock. The subsidiary 
liquidated Orr Cotton Mills and con- 
tended it was entitled to use as the 
basis of the assets acquired the basis of 
the stock under the Kimbell-Diamond 
principle. The Commissioner rejected 
this on the grounds that the assets 
acquired were acquired by the tax- 
payer as a separate and distinct cor- 
porate entity from the parent company 
which actually purchased the stock 
and, therefore, the parent company’s 
intention cannot be imputed to the tax- 
payer. The Court agreed with the tax- 
payer stating, “We held, also, that the 
attempt to purchase assets can be as- 
cribed to a corporation which is sub- 
sequently formed to acquire the assets, 
and we concluded the respondent's 
contrary contention was purely techni- 
cal.” The decision in Orr Mills sup- 
ports the position that all of the steps 
in the example above should be inte- 
grated in order to ascertain whether 
there was a “purchase” of assets. 
One method of avoiding this prob- 
lem would be to liquidate S prior to 
the merger of P and X. Another pos- 
sibility would be the creation by P 
of a new subsidiary for the purpose 
of acquiring the stock of S. After the 
merger of P and X, the new subsidiary 
would then be a subsidiary of X and 
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would still be entitled to liquidate S, 
allocating the cost of the stock of S 
to the assets acquired. Thereafter, X 
could liquidate the new subsidiary re- 
taining the allocated basis. 


NO PENALTIES FOR FAILURE TO FILE 
DECLARATIONS OF ESTIMATED TAX 


The Service has intensified its drive 
to collect the 6 percent per annum 
additional tax imposed for underpay- 
ment of estimated tax and has been 
questioning returns which show a sub- 
stantial yearend liability in contrast to 
the installment payments during the 
year. It behooves the practitioner to 
evaluate whether a penalty is automati- 
cally due because of estimated tax 
underpayment reflected on the final re- 
tun. Form 2210 provides the me- 
chanics for computing underpayments. 
However, even if the quarterly pay- 
ments do not meet the 70 percent test 
of Section 6654(b), penalties may be 
avoided under the exceptions set forth 
in Section 6654(d). 

Contrast, however, the requirement 
of penalties for underpayment with the 
lack of penalties for the failure to file 
a declaration of estimated tax. Section 
6651 of the Code provides for penal- 
ties for failure to file a return on or 
before the due date, unless reasonable 
cause can be shown. The penalty is 
on the net amount of tax due (reduced 
by any payments on account of the tax 
made prior to the due date of the 
return) at 5 percent per month or 
fraction thereof, with a maximum of 
25 percent. By its terms, however, 
this section does not apply to estimated 
tax declarations. 

The above rules cover civil penal- 
ties. Criminal penalties must also be 
considered and here, once again, the 
failure to file estimated tax declarations 
is exempted. Section 7203 makes the 
wilful failure to file any other tax re- 


turns a misdemeanor punishable by a 
fine of up to $10,000 or imprisonment 
for up to one year, or both. The same 
penalties apply to the failure to pay 
the estimated tax. 

It is clear, therefore, that as a mat- 
ter of deliberate Congressional policy, 
penalties attach only to the failure to 
pay the estimated tax. This is under- 
standable when one considers that the 
declaration form serves merely as a 
statement of the estimated tax due and 
contains no material information as to 
the manner in which the tax estimate 
is computed. 


USE OF TAX FORMS FOR 
COLLECTING NON-TAX STATISTICS 


Here is an example of how the tax 
forms can become more complicated 
and burdensome to accountants. 

Many taxpayers, as well as tax re- 
turn preparers were surprised to find 
on the 1958 partnership return of 
income (Form 1065) the following 
question: “Is this business within the 
legal boundaries of a municipality?” 

A question like this also appeared 
on the Schedule C which accompanies 
the individual income tax return (Form 
1040). 

As it was worded, the question was 
very vague and indefinite, and undoubt- 
edly many taxpayers puzzled over just 
how the question should be answered. 
It is quite possible also that many tax- 
payers filed returns without answering 
the question. Discussions with Internal 
Revenue Service representatives have 
disclosed that the question was inserted 
on the 1958 tax forms at the request 
ot the Census Bureau. Apparently the 
Census Bureau will require the type of 
information solicited by the question 
every four years. Service representa- 
tives have stated that the question will 
be substantially reworded before it 
appears again in 1962. 
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Classified Section 


RATES: ‘“‘Help Wanted” 20¢ a sword, minimum $5.00. 
15¢ a word, minimum $3.00. 


$2.00. “Business Opportunities” 


“Situations Wanted” 10¢ a word, minimum 
Box number, when used, is two 


words. Closing date, 10th of month preceding date of issue. 
ADDRESS FOR REPLIES: F aaa number, The New York Certified Public Accountant, 355 Lexington 


Avenue, New York 17, N. 


HELP WANTED 


CPA, desires senior with excellent experi- 
ence, submit detailed resume with salary 
requirements. Box 1886. 

CPA, with varied accounting and good tax 
experience for lower Westchester firm, per 
diem arrangement. Box 1898. 

CPA Firm, upstate New York requires 
CPA with tax research experience, small 
staff, good opportunity. Box 1920. 


SITUATIONS WANTED 
Immediately Available, accountants, office 
managers, bookkeepers. Bookkeepers & Ac- 
countants Division, Maxwell Employment 
Agency, 130 West 42nd Street, N. Y. C., 
telephone LOngacre 4-1740. 


Financial Executive, CPA, law degree, many 
years diversified experience, public, private, 
recently assistant comptroller national manu- 
facturing company seven years, seeks more 
challenging opportunity, salary open. Box 
1887. 


Accountants Reports, expertly and accu- 
rately typed on IBM, low rate, Claire 
Druby, day MU 2-0326 or evening LE 
4-8336. 


CPA, attorney, tax specialist, former rev- 
enue agent and technical adviser, seeks per 
diem arrangement involving tax research, 
planning, protests, and audits. Box 1888. 


Per diem, CPA, law degree, 15 years varied 
tax and audit background, will travel. Box 
1889. 


CPA, member of State CPA Society, many 
years diversified experience, seeks per diem 
position. Box 1890. 


Work At Home, comptometer operator, four 
operations, difficult divisions. WA 3-8760. 


CPA, practicing 16 years, seeking to help 
burdened practitioner during tax season, 
available evenings and some _ Saturdays, 
knowledge of I.C.C. accounting. Box 1900. 


CPA, 37, currently employed as comptroller 
for fine paper merchant, desires to supple- 
ment income by working weekends and/or 
evenings. LO 7-9031. Box 1901. 


CPA, Phi Beta Kappa, MBA, Society mem- 
ber, 13 years public accounting experience, 
desires private accounting position. Box 
1907. 


Digital Computer, author, lecturer, trained 
by IBM and Remington desires assignment 
in system analysis, installation and pro- 
gramming, per diem only. Box 1908. 


Per Diem, CPA, certified since 1948, exten- 
sive auditing and tax experience, available 
10 days monthly, Society member. Box 
1910. 


Statistical Typist and Stenographer, speedy 
and accurate, available evenings and week- 
ends, dependable, $2.50 hour. Box 1913. 


CPA, certified 1948, seeks per diem work up 
to eight days monthly. Box 1917. 


CPA, 13 years diversified heavy experience, 
desires challenging opportunity with growth 
potential. Box 1918. 


BUSINESS OPPORTUNITIES 


Mail and Telephone Service, desk provided 
for interviewing, $6.50 per month, directory 
listing. Modern Business Service, 505 Fifth 
Avenue (42nd Street). 


Practice Wanted, substantial terms, know- 
how offered overburdened or retiring prac- 
titioner, CPA, N. Y., N. J., AICPA, IE, 
MBA. Box 1891. 


Well Equipped CPA Firm, will purchase all 
or part of the practice of overburdened or 
retiring accountants, substantial cash or 
attractive retirement arrangements will be 
offered. Box 1892. 


Certified Public Accountants, midtown, prac: 
tice $125,000 to $150,000, seek merger with 
practitioner grossing $50,000 or better. Box 
1893. 


We Act As Your Secretary, mail, telephone 
service, $5.00 per month, mail and messages 
forwarded, private desks and offices avail- 
able, convenient to all transportation. Abbott 
Service, 147 W. 42nd St., Cor. Broadway. 
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BUSINESS OPPORTUNITIES 


Mail, telephone, listing, desk space, in pri- 
vate and semi-private new attractive offices. 
Radio City Business Service, Inc., 570 Fifth 
Avenue, New York 36, N. Y., CIrcle 5-3111. 


CPA Firm, $40,000.00 practice, will pur- 
chase or manage practice, funds available, 
consider merger or any practical associa- 
tion for mutual advantage. Box 1894. 


Association, for mutual advantage, with 
CPA firm desired by CPA, $10,000 gross, 
free time, and cash available. Box 1895. 


CPA, 43, $32,000.00 practice, Nassau 
County, seeks associate with same size prac- 
tice for mutual advantages and the possi- 
bility for future partnership. Box 1896. 


CPA Firm, wish to share space in modern 
office building midtown area, require three 
private offices plus space for secretary and 
staff. OR 9-4490. 


For Sale, Prentice-Hall A.F.T.R.’s, Volumes 
| through 38, brand new condition, first 
offer of $100.00 takes all. TRiangle 5-8050. 


CPA, with practice in Queens-Nassau area, 
$17,000 practice, seeks partner similarly 
situated or association with larger organi- 
zation. Box 1897. 


CPA, age 34, with $3,500.00 practice will 
purchase accounts or partnership interest, 
willing to work leading to same. Box 1899. 


Furnished Office For Rent, including the 
services of accounting clerk on an hourly 
basis. 32 Court Street, Brooklyn. Box 1902. 


Forward-looking CPAs combining experi- 
ence in accounting and tax matters with 
a proven ability to get along well with 
clients, have substantial cash available to 
purchase practice or accounts outright, or 
will arrange to purchase accounts over a 
period of time. Box 1903. 


CPA, 30, eight years diversified experience 
desires to purchase practice or individual 
accounts, will consider partnership arrange- 
ment. Box 1904. 


CPA, AICPA, NYSSCPA, 37, $20,000.00 
practice, audits, taxes, writeups, 20 days per 
month, 1% senior time, %2 junior time, in- 
terested in similar practitioners, object shar- 
Ing Overhead, personnel and knowledge and 
mutual growth. Box 1905. 


CPA, 39, personable, 18 years diversified 
experience, $3000 gross, seeks association 
with overburdened or retiring practitioner. 
Box 1906. 


Desk Space Or Office Available, in midtown 
professional suite, arrangements for mu- 
tual benefits can be made. OXford 5-3430, 


CPA, personality, tact, proven ability, 12 
years diversified accounting experience, seeks 
association with retirement conscious or 
overburdened practitioner. Box 1909. 


Entire Room in dignified professional suite, 
450 Seventh Avenue, 38th floor, services 
available, tax library. LOngacre 4-3447. 


Office, private, midtown, unfurnished, in 
dignified attractively decorated suite occu- 
pied by CPA, air-conditioned, carpeted, un- 
usual, lease. WI 7-2345. 


CPA, N. Y., N. J., AICPA, NYSSCPA, 
MBA, age 40, $25,000 practice, can arrange 
70% free time, seeks merger with larger 
practitioner, or partnership interest, substan- 
tial cash available, and very attractive re- 
tirement arrangement. Box 1911. 


CPA, modest practice, Society member, 14 
years experience in public accounting, some 
free time, wishes association with overbur- 
dened practitioner leading to partnership. 
Box 1912. 


CPA, desires to purchase practice grossing 
about $15,000, or individual accounts, New 
York City or Long Island. Box 1914. 


CPA, with attractive office in Broadway- 
Chambers Street area wishes to share same 
with another practitioner, $35.00 per month. 
WO 2-0570. 


CPA, located 175 Fifth Avenue, N. Y., 
wishes to share office with another practi- 
tioner, merger or partnership possible. Box 
1915. 


CPA, N. Y., desires to purchase practice or 
individual accounts in N. Y. C. or Long 
Island, will consider partnership arrange- 
ment, cash available. Box 1916. 


Investment 


Information 


42 Broadway 
New York 4, N. Y. 


JUSTIN JACOBS 
Peter P. McDermott & Co. 
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Substandard Auditing (Accounting and 
Trends), Savage, Charles L., February, p. 76. 

The Acquisition of an Existing Business, Bower, 
Joseph W., December, p. 884. 

The Federal Wage and Hour Law—An Audit 
Check List for Accountants (Letter to the Edi- 
tor), Lindquist, Clarence T., January, p. 10. 


BUSINESS AND GOVERNMENT— 
ORGANIZATION, PRACTICES AND 
MANAGEMENT 


A Statement of Accounting Principles for Health 
and Welfare Funds (Accounting News and 
Trends), Savage, Charles L., May, p. 319. 

Accounting Problems of Book Clubs, Brown, F. 
Harry, November, p. 798 

Acquis of Motels, Hogg, Howard W., October, 
p. 724. 

Actuarial Principles and Pension Plans (Part One), 
Williams, John H., July, p. 505. 

Actuarial Principles and Pension Plans (Second 
and Concluding Part), Williams, John H., Aug- 
ust, p. 578. 

Auditing School Districts in New York State, 
Cunningham, Joseph M., June, p. 439. 

Auditing Standards and the Audit of Municipal- 
ities (Accounting News and Trends), Savage, 
Charles L., January, p. 7. 

Auditing Welfare Plans (Accounting News and 
Trends), Savage, Charles L., September, p. 620. 

Business Conditions in New York State (Account- 
ing News and Trends), Savage, Charles L., 
April, p. 241. 

Capital Expenditures and Depreciation for Non- 
oe Baldassare, Ernest W., March, 
p. 4 

Complying with Laws Relating to Employee Bene- 
fit Plans (Accounting ews and Trends), 
Savage, Charles L., November, p. 777. 

Controller Communication (Accounting News and 
Trends), Savage, Charles L., November, p. 775. 

Cost Control in the Federal Government (Ac- 
counting News and Trends), Savage, Charles 1... 
March, p. 161. 

Employee Benefit Plans and Federal Reporting 
Gilhooley, John J., December, 
p. 

Executive Compensation and Tax Policy (Account- 
~ and Trends), Savage, Charles L., July, 
p. 

Financial Statements for Municipalities (Account- 
ing News and Trends), Savage, Charles L., 
January, p. 4 

Governmental Accounting and Public Relations 
(Accounting News and Trends), Savage, Charles 
L., February, p. 76. 

Graphics—A Means of Effective Communication, 
Davies, M. B. T., August, p. 585. 

Hotel Operations and Business Trends (Account- 
ing som Trends), Savage, Charles L., Aug- 
ust, p. S31. 
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Internal Control, Audit Trail, and Electronics, 
Cadematori, Kenneth G., June, p. 426. 

Internal Control for Cycle Billing Systems, Mages. 
Kenneth P., and Carroll, James G., November, 
p. 815. 

Motor Hotels and Market Studies—The Account- 
ant’s Role, Lesure, John D., July, p. 499. 

New York Laws Regulating Retail Instalment Sales, 
Gurock, Louis, August, p. 568. 

Paperwork Simplification, Gunders, Henry, July, 
p. 516. 

Pension Plans and Presentation of Investments 
(Letter to the Editor), Kranzler, Robert, Novem- 
ber, p. 

Portrait of the Corporate Controller (Accounting 
News and Trends), Savage, Charles L., June, p. 
96. 

Presentation of Investments—A Reply by the Au- 
thor (Letter to the Editor), Williams, John H., 
November, p. 781 

Profit Control in a Job Order Industry, Elliott. 
J. and Wilkins, Arthur, February, p. 
100. 


Punched Tape Data Processing for Smaller Busi- 
ness, Schwartz, Donald A., May, p 

Records Retention (Accounting sweet and Trends), 
Savage, Charles L., December, p 

School District Accounting ‘iiamunaine: News and 
Trends), Savage, Charles L., May, p. 319 

Stock Transfer and Dividend-Paying Agents (Ac- 
counting News and Trends), Savage, Charles L., 
October, p. 694 

The Federal Wage and Hour Law—An Audit 
Check List for Accountants (Letter to the Edi- 
tor), Lindquist, Clarence T., January, p. 10. 

The Use of Electronic Data Processing Equip- 
ment—a Report (Accounting News and Trends), 


Savage, Charles L., May, p. 321. 
COST ACCOUNTING 


Cost Control in the Federal Government (Ac- 
counting News and Trends), Savage, Charles L., 
March, p. 161. 

Direct Costing (Accounting News and Trends), 
Savage, Charles L., July, p. 468. 

Direct Costing Approaches to Management De- 
cisions, Arnstein, William E., September, p. 651. 


FEDERAL TAXES 


Accounting for Research and Development Costs, 
Blake, Matthew F., January, p. 32 

Audit Problems and Subchapter S_ (Accounting 
ge and Trends), Savage, Charles L., April, 
p. 23 

Estate Planning (Accounting News and Trends), 
Savage, Charles L., March, p. 156. 

Executive Compensation and Tax Policy (Account- 
ing News and Trends), Savage, Charles L., July, 
p. 468. 

Federal Income Taxation (A Department), Hel- 
stein, Richard §. and the Committee on Federal 
Taxation, Mandell, Herbert M., chairman, Janu- 
ary—June. 

Federal Taxation (A Department), Helstein, Rich- 
ard §. and the Committee on Federal Taxation, 
Mandell, Herbert M., chairman, July—December. 

Joint Statement Relating to Practice in the Field 
of Taxation (Official Release), February, p. 95. 

Officers’ Compensation in Closely-Held Corpora- 
tions, Barnett, Bernard, October, p. 729. 

Ordering Income Tax Forms—A Letter from the 
Regional Commissioner (Letter to the Editor), 
Fox, C. I., November, p 

Revenue Rulings of 1958 Affecting Individuals, 
Dyckman, Samuel A., February, p. 119. 

Revenue Rulings of 1958—Corporations, Fiduclaries 
and Partnerships, Dyckman, Samuel A., March. 
p. 197. 

ey Transactions. Garian, Harry Z., January. 
p. 50. 


918 @ THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT 


Significant Federal = Decisions ot 1958, Dworkin, 
Albert R., April, p. 278. 

Statement Presentation and Subchapter § (Ac. 
counting ge and Trends), Savage, Charles 
L., April, p. 236. 

The Election of Corporations to be Taxed as Par. 
nerships—Advantages and Disadvantages, Eiden. 
berg, Nathan, April, p. 266. 

T. S. Eliot and Collapsible Corporations (Letter 
to the Editor), Marcuse, Irving, February, p. 80, 


MISCELLANEOUS 
ie Carl Eggleston, Lieberman, Henry, March, 
p. 


Personal Property Taxation, Lynn, Arthur D., Jr, 
May, p. 350. 

Robert H. Montgomery, The Committee on His. 
tory, February, p. 114. 

Tax Court of Domestic Relations (Letter to the 
Editor), Gluick, Lewis, May, p. 325. 

The Export-Import Bank (Letter to the Editor), 
Grayson, Locke, May, p. 322. 


NEW YORK CITY AND 
STATE TAXES 


City Audits by Mail, Kates, Lawrence L., and 
Zimering, Max, September, p. 

Minimizing the Unincorporated esi Tax, Brent, 
Philip D., March, p. 189. 

New York City Taxes Recently Enacted (Letter 
to the Editor), Sussman, Leo, December, p. 858. 

New York State Tax Forum (A_ Department), 
Beckerman, Stanley H., January, p. 58. Blumen- 
berg, Sidney, February, p. 133. Friedman, Phil- 
more H., March, p. 213. Budik, Frank M., 
April, p. 291. Eidenberg, Nathan, May. p. 370. 
Barnett, Bernard, June, p. 447. Geller, Morton, 
July, p. 524. Blumenberg, Sidney, August, p 
592. Rill, Woodrow W., September. p. 66 
Friedman, Philmore H., October, p. 746. Etkin 
William, November, p. 828. Elder, Peter, Decem- 
ber, p. 892. 

Reproduction of State Tax Forms (Letter to the 
Editor), Blumenberg, Sidney, February, p. © 


OFFICIAL RELEASES 


Balance Sheet Treatment of Deferred Tax Credits, 
September, p 

Contingencies, Accoeieins Research Bulletin No. 
50, April, p. 275. 

Consolidated Financial Statements, 
Research Bulletin No. 51, November, p. 

Scope of the Independent Auditor’s Review of 
Internal Control, Statement on Auditing Proce 
dures No. 29, January, p. 47. 


PAYROLL TAXES 
Payroll Tax Notes (A Department), Ress, Samuel S. 


PAGE 


The President’s Page 
Higgins, Thomas G. 4 
Looking Beyond the Day’s Events, June, p. 41}: 
The Need for Continuing Education, July, 
p. 481 
Our Society's Educational Services, August, 
p. 559. 


PRESIDENT’S 


The Codes of Professional Conduct, September, 
p. 631. 


Independence, October, p. 705. 

Public Relations, November, p. 787. 

Proposed Amendments to AICPA’s Rules o 
Conduct, December, p. 865. 

Withey, Howard A. 

The New Year, January, p. 19. 

Cooperation with the Bar, February. p. 93. 

A Progress Review, May, p. 333. 
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TIES May, p. 372 (Activities of the Commission in 
SECURITIES AND EXCHANGE Accounting and Auditing). 


June, p. 449 (Business Combinations). 
COMMISSION July, p. 528 (Combination of Purchase and 
Accounting at the SEC (A Department) Pooling). 


August, p. 594 (Accounting for Original Issue 
Taxes of Investment Companies). 

September, p. 665 (Prior Year’s Examination). 

October, p. 749 (Depreciation on Replacement 


Rappaport, Louis H. 

January, p. 60 (Quasi-Reorganizations). 

February, p. 135 (Independence of Certifying 
Accountants—Compilation of Representative > 
Administrative Rulings in Cases Involving the Value). a 4 ‘ 
Independence of Accountants). November, p. 832 (Assistance to Society Mem- 

March, p. 216 (Independence of Certifying bers on SEC Matters). a 
Accountants—Compilation of Representative December, p. 895 (SEC Amends Minimum 
Administrative Rulings in Cases Involving the Audit Requirements Applicable to Statements 
Independence of Accountants). of Brokers and Dealers). 

April, p. 293 (Accounting Series Release No. Disclosure in Theory and Practice, Barr, Andrew, 
82). September, p. 633. 


BOOK REVIEWS 


Title Author Reviewer Page 
Advanced Accounting Problems, Theory Irving J. Chayking and Philip Wolitzer 476 
and Practice Max Zimering 
Auditing—A CPA Review Manual Benjamin Newman Stephen Chan 169 
Cost Justification Herbert F. Taggart Otto F. Taylor 476 
C.P.A. Problems—A Complete Review Arnold W. Johnson and H. C. Todt 782 
Course Evroul S. Germain 
Executive’s Guide to Accounting Harry S. Wittner William J. Seif 785 
Income Growth With Security Sherman F. Feyler Colin Park 479 
Integrated Auditing Sidney W. Peloubet and Kenneth G. Cadematori — 166 
Herbert Heaton 
Montgomery’s Federal Taxes Philip Bardes, James J. Bernard Barnett 166 
(37th Edition) Mahon, Jr., John Mc- 
Cullough and Mark R. 
Richardson 
Wormser’s Guide to Estate Planning Rene A. Wormser Benjamin Grund 784 
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Not long ago, a special analysis ap. 
peared in the Journal of Accountaney 
which created considerable interest, 
Its title was. “How to Meet Today's 
New Financial Requirements Through 
Modern Factoring.” Its subject ig 
especially applicable today, as busi 


nessmen prepare financially for the 
REQUIREMENTS THROUGH uncertainties in the money market, 


MOOERN FACTCRING 
Because of the great number of re 


THE JOURNAL OF ACCOUNTANCY | quests we have received for copies of 
the analysis. we recently reprinted if 
in booklet form. We are pleased to 


( ® make it available without cost or obli- 

| eation to members of the accounting#l 
Commerciat Factors Corporation 


profession. 


In addition, we invite you to write 
for copies of “The Business Growth 
Plan,” a 16-page booklet designed for 
distribution to your clients. It de- 
scribes non-technical language 
how factoring. a specialized form of 
commercial financing. provides five 


major requirements for sound and 


profitable business growth. 


For FREE copies, please address your request, specifying 
the publication and the quantity desired, to: 


Mr. Walter M. Kelly, President 
COMMERCIAL FACTORS CORPORATION 
One Park Avenue , 


New York 16, N. Y. 
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: the busier you are... 
mathe more you'll like 
LAWRENCE! 


... because saving your time 
is such an important 
ingredient of our service 


Most employment agencies do a lot of talking about 
their screening procedures. We don’t. Our careful 
screening plan speaks for itself... in results. 


Results for our clients because it saves them 
valuable time and produces the kind of 
high-type, competent personnel they want. 


Results for us because it is continually 
winning new clients and keeping old ones 
coming back year after year after year. 


May we have the opportunity to prove 
how smoothly it can work for you? 
And, of course, we are 


ACCOUNTANT-STAFFED 
—another advantage 
for you and your clients. 


120 W. 42nd Street, New York, N. Y. 


FOR OVER 15 YEARS, SERVING THE ACCOUNTANT 
AND HIS CLIENTS IN THE PLACEMENT OF PERSONNEL IN 
THE ACCOUNTING, BOOKKEEPING AND OFFICE PERSONNEL FIELDS 


Call Mr. Daniel Roberts at 
BRyant 9-3040 
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